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Wiioii, in iviarcli 19 IS, the various amendments of the 
Law relating to Income Tax were oonsolida-ted int^j the one 
Act of I 91S, I thonght it de.'iirable to bring out work on 
the subject, from accountancy as well an legal points of view, 
in as much as no ])ook existed at tliat time to help the 
taxpayer in arriving at a correct estimate of his Income or 
Protits liable to Income and Super Taxes. 

It is, tlierefore. hoped that this little book may prove 
useful to Business men, Manufacturers, Lawyers, Tradesmen, 
Professional men, Laudl'>rds, Em[»loyees and otliers, as 
ailording in a concise a«id clear manner a general idea of the 
iinj)ortant points requiring their attention l)efore paying 
liicome Tax, Super Tax. and Excess Pj'otits Duty. A study 
of the book will enable them to record the particulars of 
such taxes more cieai'ly in their books, to fill up tlie legal 
Annual Returns (Statements required by tlui Law relating to 
Income, Sufier and Excess Prohts Tax) more accurately, to 
see that tliey get full benefit of the rights and reliefs to 
wliicli they arii legally entitled, to make claims for the 
refund of tax in tl\e right direction, and, in short, tp satisfy 
themselves that tliey are not over- assessed. The book may 
also prove of great use to Accountant-Students, inten- 
ding to practise as Professional Accountants and Auditors. 

Tlie manuscript of 1-iie iirst portion of tiie book relating 
to Income ami Super Tax was ready by September last, but 
I was waiting to see if any clauigo was brought 
about in the Super Tax Act, wliicli seemed probable at tliat 
time, and also t<j get more detailed particulars of the Excess 
Proiits Duty. Special jiaiiis have been taken to make this 
little bOvik as clear, concise and practical as possible, but, as 
its subject matter is a technical one, I shall feel obliged if I 
am informed of any errors that may have crept into the book, 
so that they may receive my attention wlioii preparing a 
second edition. 


87 o, Hornhy Road, Fort, 
Bombay, loik February, 1919 


F. R. M. 
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PRINCIPLES OF im;::OME TAX 

I Incomfi Tax Officials. 

In order to understand the Income Tax Principles 
and Procedure, it is advisable to know the functions of 
•liflerent OflScials appointed to put into (ixecution the In-^ 
come Tax and Super Tax Acts. 

The Chief Executive Official in charge of the Income 
Tax Department is the Collector of Income Tax as controlled 
hy the Commissioruu’ of Income 'Pax and the Chief Revenue 
Authority. 

In the City of Bombay, foi- instance, the Collector of 
Income Tax is assisted by the 2nd Collector and the Deputy 
Collector, who are invested with the powers of the Collector. 

In Districts and in Sind, Assistant Collectors and 
Deputy Collectors in charge of, or otherwise condi cting, the 
Revenue Administration of Sub-divisions of Districts are 
usually invested with the powers of the Collector under the 
Act, unless otherwise provided. 

The assessment and collection of Income Tax and 
Super Tax are dealt with hy the Collector (assisted in the 
City of Bombay l)y the 2rid Collector and the Deputy 
Collector) with the help of the Inspectors, the Examiners 
of Accounts and the General Staff, wherever such help is 
needed under the Act. 

The duty of the Examiners of Accounts is to ascertain 
the Taxable Income or Profits, after satisfying themselves 
with the Accounts, Statements, Returns, etc. received from 
various Assessees, The Inspectors, however, are engaged 
more or less on outdoor work. They find out persons 
chargeable with Income Tax and report thereon to the Collector. 
In case of petty merchants and traders, these Inspectors also 
estimate their Taxable Income or Profits. 

2. Origin of Income Tax. 

Though the Law relating to Income Tax in India 
ca,iioe into force on Ist April 1886, the Tax was already in 




existence in England, ever since 1798, when it was introduced, 
for the first time, as a tej^^porary War Tax, by the well-known 
statesman, Mr Pitt. This Tax was, however, withdrawn in 
the }'ear 1816, but was re-imposed in 1842. 

'J he Indian Income Tax Act of 1886 was modified and 
amended from time to time, so that all such modilications and 
amendments liave been now consolidated into the present Act, 
viz., VII of 1918, which was passed by the Indian 
Legislative Council, received the assent of the Governor- 
General on 19th March 1918, and came into force on 1st 
April 1918. 

3. Definition and extent of Income Tax. 

Income Tax is a levy made by the Government on the 
Income or Profits of Individuals, Firms and Companies, in 
consideration of the protection by the Governi)iej»6r of the 
Assets (which earn such Profits) of such persons, and of 
'LVade and Commerce in general. t 

It extends to the whole of British India, including the 
Sonthal Parganas, and applies also, within the dominions of 
Princes and Chii fs in India in alliance witli His Majesty, to 
British subjects in tbos« dominions, who are in the service of 
the Government, or of a Local Authority established in the 
exercise of the powers of the Governor-Generai in Council 
in that behalf and to all other servants of His Majesty in 
those dominions. 

4. Liability to Income Tax and the Basis of 

Assessment thereof. 

* The Tax is payable in advance, for the year beginning 
1st April in each year, by all persons resident in British 
India and the dominions mentioned above, as well as by 
persons not resident tlierein, so far as they derive income from 
Properties, Securities, Trade, Profession or Employment in 
British India and the said dominions, and is based on the 
income of the Assessee for the previous year, as per the 
Graduated Scale of Hates given at the end of Chap. VIJ. 

In the case of Joint Stock Companies and Firms consti- 
tuted under a registered Instrument (Partnership Deed) of 
Partnership, the Tax shall be levied at the maximum rate 
specified in the said Graduated Scale of Bates (i. e., at 1 auna 
in the rupee). 
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5- Application of the Income Tax Act, 1918. 

The Act shall apply to all income, from whatever source- 
it is derived, if it accrues or arises or is received in British 
India, except, 

derived from Property held in trust, for 
Religious (fr Charitable purposes. Any claim for the exemp- 
tion of such income must be supported by a Certificate from 
the Collector, in Form A. 

(b) Income of Religious or. Charitable Institutions 
applied solely towards religious or charitable cause. (For 
details, see Chapter VII, Section 8 ) 

(c) Income of Local Authorities. , 

(d) Interest on Securities representing the Provident 
Fund of Industrial and Provident Insurance Societies. 

' , te)^pa mtal suin re ceiv ed by way oiCP^yision. or Com- 
pensaticnTirrlnj u ry* or death. 

(f) Special allowance to meet expenses incurred in the 
: performance of son\e duty. 

(g) Legacie.s. 

(h) Casual Receipts or Income nut arising in the ordi- 
nary course of regular business. 

(i) Any perquisite or benefit, which is neither money nor 
capable of being converted into money. 

(j) Agricultural Income. 

6. Income arising outside British India. 

From the above paragraph, it is evident that Income 
earned in a place outside British India, by a person resident 
in British India, would not be assessable under this Act, if it 
is kept in such place outside British India, and not brought 
into British India. 

Exception : Professional Fees paid in any part of India 
to a person ordinarily resident in British India shall be deem- 
ed to be income chargeable under the head, “ Professional 
Earnings.'' 

7. Classes of Income chargeable to Income Tax, 

Income from various sources may be taxed under any 
one or more of the following heads ; — 

(a) Salaries, Wages, Annuity, Pension v Gratuity, B'ees, 
Commission, Perquisites, Aliowauces and other 
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receipts in lieu of, or in addition to, Salaries or 
Wages. 

(b) Interest and Dividends on Securities, Investments 

etc. 

(c) Income derived from House Property. 

(d) Income derived from Business, Trade, Commerce, 

etc., and from sales or dealings in property, shares 
or securities. 

(e) Income derived from Profession, Vocation, etc. 

(f) Income derived from sources other than aleove 

1 . Interest on Mortgages, Loans, Debentures, Fixed 

Deposits, Current Accounts, etc. 

2. Income accrued outside British India, which has 

been received directly or indirectly in British 
India, including Dividends, Pensions, and income 
from agricultural land not paying land-revenue 
to the British Government. 

3. Director's Fees,. Survey Fees, etc. 

4 . Share in Joint Family Income. 

5. Ground Rent. 

6. Profit accrued from transactions, whether in Part- 

nership with others or not, which have not been 
accounted for elsewhere in the above items. 

8. Rights and Duties of Taxpayers. 

Every Taxpayer is morally and legally bound to pay to 
the Government the Tax justly due to the latter, which is 
assessable on his income from all sources, inasmuch as his 
interests and property are safeguarded and h oked after by 
the Government. For this purpose, it is advisable for him to 
keep proper Books and Accounts, so that he may not pay 
either more or less Income Tax than what is actually and 
justly due from him. It will not be out of place to suggest 
here that Accounts may be closed, as far as possible, on 31st 
March in each year, and that they, may be audited by a 
qualified Professional Accountant. 

By keeping proper Accounts duly audited as stated 
above, thi‘‘ I'axpayer makes sure that he receives full benefit 
of all the Rights and Reliefs to which he is legally entitled, 
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and that he is not over-assessed. Some of the said rights 
and reliefs may be: — 

1. To be exempted from the Tax altojjether, where bis 

Income from all sources is less than Ks. 2,000 
per annum. 

2. *To appeal against unjust or inequitable Assessment. 

3. To set off* a loss or losses arising in one or more 

businesses against a proBt or profits arising in 
another business or businesses carried on by one 
and the same Taxpayer. 

4. To claim an Allowance in respect of Life Insurance 

Premium paid, equal to an amount not exceeding 
one-sixth of the Net Income from all sources. 

5. To claim a Refund of a part or whole, as the case 

may be, of the Ta-x paid on, or deducted from, the 
Income at the source thereof, wliere the incgme is 
less than Rs. 25,000, as stated in Chapter VII, 
Section 14. 


CHAPTER II 

SALARIES, WAGES, ETC. 

I. Government Officials. 

Salary, Wages, Annuity, Pension, Gratuity, etc due to 
Government OflScials will he paid to them, after such salary 
etc. is reduced by the amount of the lax to which they are 
liable, The exceptions thereto are : — 

1. Any salary not ercee ling Rs 500 per mensem 

received by any Member of His Majesty’s Forces, 
or of His Majesty's Indian Forces, as the pay of 
an appointment which is ordinarily reserved 
exclusively for Members of those Forces; or 

2. Any sum deducted under the authority of Govern- 

ment from the salary of any individual for the 
purpose of securing to him a Deferred Annuity or 
of making provision for his wile or children, pro- 
vided that the sum so deducted shall not exceed 
one-sixth of the salary. 



s 


JNfOTE : While fixing the rate of Tax on the salary of a part-time 
Governmonb Offifjial, his income from other sources must also be 
twken into coiJsi<ierMtion. If he haw been taxed at a rate hiyjher 
or lowtT I han that which iw arrived at on his income from all sources, 
he may mtke a claim for relutid of the excess tax paid, or must 
pay the tmlance ff tax payable, as the case may be. ( See Illustrat- 
ion in chapter VI, Section 2.) 

2. Servants and Pensioners of Local Authorities. 

The tax to which servants and pensioners of Local 
Authorities are liable will be deducted from their salary, 
annuity, pension, gratuity, etc. at the time of the payment 
thereof, by the Officer whose duty it is to make the payment. 
The Ofl^cer will thereafter pay such tax to the Government. 

If the tax is not deducted from any payment of salary, 
etc.* it may he deducted from a subsequent payment. Such 
power to deduct tax shall be without prejudice to any other 
mode of recovery. 

If the said Officer does not deduct the Tax as mentioned 
above, he will be held personally liable for it. 

3* Servants and Pensioners of Companies, Firms 
or Employers. 

As regards servants and pensioners of companies and 
private employers, the Tax will be payable by them at the 
time when any portion of their Salary, Wages, Annuity^ 
Pension, Gratuity, Fee, Commission, etc., is paid to them. 

Usually the Collector enters into an arrangement with 
such private employers, whereby the tax is collected by the 
employers from their employees on behalf of the Government, 
and then haiided over to the latter. 

A private employer, wishing to enter into such a.rrange- 
ment, may enter into an Agreement with the Collector, on the 
following conditions 

1. that he undertakes to prepare and, within 15 days 

from the Slst day of March each year, deliver or 
cause to be delivered to the Collector a Return in 
writing, in Form B ; 

2. that he undertakes, as required by Section 15 of 

the Act, to deduct at the time of payment income 
tax in respect of incomes of his employees char- 
geable under the head “ Salary, etc.*’; 
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3. that he binds himself, as required by Section 15(4) 

of the Act, to pay all sums so deducted within 
one week from the date of such deduction to the 
credit of the Government, or as the Governor- 
, General in Council directs; 

4. that he agrees, as laid down in Section 15 (5) of the 

Act, to hold himself personally in default in res- 
pect of the tax, if he does not deduct and pay the 
tax as required above; and 

5. that the Collector allows such private employer, if 

the employer so desires, to deduct from the 
amount of tax to be recovered by him commission 
at sucli rate, not exceeding 2^/ of the amount of 
the tax, as the Collector and the employer may 
mutually agree upon. 

4. Annual Returns. 

The prescribed person in the case of every Government 
Office, and the principal Officer of every Local Authority, 
Company, Public Body, Association, Finn, etc., is retpiired to 
prepare and deliver to the Collector, within 15 days from 
31st March in each year, a written Statement, called the 
Annual Return, in Form B., giving the following parti- 
culars 

1. The name of every person who is receiving, by way 

of any Salary, Wages, Annuity, Pension, Gratuity, 
Fee, Commission, etc., Rs. 900 or upwards per 
annum in Bombay and Rs. 600 or upwards per 
annum elsewhere, together with the address of 
every such person, so far as it is known, in the 
previous year, 

2. The amount of such salary, etc., so received by each 

such person, and the time at which the same was 
paid. 

3. The amount of income tax deducted from each such 

person. 



CHAPTER III 

INCOME FROM SECURITIES AND INVESTMENTS 

1. Income taxed at the Source. 

The person who is empowered to pay interest on any 
Security of the Government or oii Debentures or other Securities, 
for money issued by or on belialf of a Local Authority or 
Company, shall deduct income tax, to which such interest is 
liable, before the payment of such interest, and shall hand 
over the tax to the Government. The Exception is 

No tax shall he payable on the interest receivable on any 
Security of the Government issued or declared ‘‘ Free of Income 
Tax” 

If such person does not deduct and pay the tax required 
by the above clause, he shall be personally liable for it, 

2. Preparation of Accounts. 

Jllu4mtinn. — T. Chinoy instructs his Accountant 
to prepare a Statement, showing his Taxable Income for the 
3^ear ending Slst December 1917, and to ascertain the 
amount of Tax payable or recoverable by him, from the 
particulars given below : — ' 

He has borrowed on Personal Security Rs. 10,000 from 
H. Patel, on which he pays gross interest of 4% per annum. 
He has been insured with the Gresham Life Office, for an 
Annual Premium of Rs. 900. He holds the following Securities 


and Investments:— 

Rs. 

10"'f*reference Shares ;6%) of A. B. C. Co., Ltd. 2,000 

20^hare8. of the X. Y. Bank ... 10,000. 

10 Shares of the Infants Dairy Co., Ltd.. ... 1,000 

,, „ Edward Mills Co., Ltd. ... 2,500 

100^ „ „ Ea.stern Maritime, Ltd. I ... 2,500 

10 , „ „ Eastern Investment of Com-t 

merce, Ltd 1,000 

Sr/^Governiner.t. Promissory Notes ... ... 2,000 

Si^-AVar Bonds { Free of Income Tax) 5,000 

4^'Tort Trust Bonds ... ... ... 1,000 



Rs* 

' loan on Mortgage, @ 6%, to D. Las k ary ... 14,1000 
Do. do 5%, to K. Morley (Income 

Tax to be paid by the Mortgagor) 5,000 

Deposit in the Firm of Dalai and Nanavati 15,000 
Inter, ^st on Bank of India Current Account ... 375 

The X. Y. Rank declared an interim dividend of 10% 
and a final dividend of 18%, (both Free of Income Tax) The 
Dairy Co., The Eastern Maritime and the Eastern Investment 
of Commerce were in their infancy. The Edward Mills 
declared a dividend of 7-1% (free of tax), while the dividends 
on the rest of the inve.stments were received less tax. 

STATEMENT FOR INCOME TAX ASSESSMENT 
1918-1919 


(a) Income already taxed, or not to be taxed r— 


' of Kate.' 

Income, 

Net Income 

Tax deducted 

Gross 

received. 


at the source. 

Income, 

]. X. Y. Bank 

Rs 

a. 

P- 

Rs. 

a. 

p. 

Rs. a. p. 

Shares ... 14% 

2. Edward Mill 

1,400 

0 

0 


nil 

1,400 0 0 


Shares ■■■ 

187 

8 

0 




187 8 0 

3. War Bonds ... 5-|% 

4. Mortgage Loan 

275 

0 

0 


>> 


275 0 0 

(tax to be paid by 
Mortgagor) ... 5% 

250 

0 

0 




250 0 0 

A. R. C. Of., 








Shares . . . 0% 

112 

8 

0 

7 

8 

0 

120 0 0 

6.^ Government. 








Promissory Notes 3-1% 

65 

10 

0 

4 

0 

0 

70 0 0 

7 . Port Trust Bds. 4% 

37 

8 

0 

2 

8 

0 

40 0 0 

Total Hs. 

2,328' 

2 

o' 

14 

6 

0 

^342 8 0 


(b) Income to be taxed, or Taxable Income 

1. ' 6% Mortgage Loan ...Rs. 840 

2. 5% Deposit with Dalai & 

Nanavati *,750 

3. Bank of India Current 

Account „ 375 . 


Ofd. 1,965 


2,342 8 0 
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Bfd. Rs. 1.965 2,342 8 0 

Lem AlJowancep : — 

4% Interest on Loan to 

a Patel 400 1,565 0 0 


TOTAL INCOME ... Rb. 3,907 '8 '0@ 5 pies 

(c) Net Taxable Income 

Income to be taxed . . . Ks. 1 ,565 0 0 
Less Life Insurance 
Premium (1/6 of 

Rs.3‘,907 8 0)... 651 4 0 Rs. 913 12 0 


The amount of Income Tax payable by the Assessee 
would be Rs 23-12-10, viz.J) pies in the rupee on Rs. 914 ; 
while that recoverable by him would be Rs. 8-6-2, viz., 7 pies 
in the rupee on I s. 230 {viz., total of last three items of (a) 
above), inasmuch as the Tax on Rs. 230 was deducted at 
the rate of 1 anna in the rupee. 

NOTE : 

1. Life Insurance Premium . — As the amount of Pre- 
mium paid, viz., Rs. 900, exceeds one-sixth of the Net In- 
come from all sources, viz., Rs. 3,907-8-0, only a sum of 
Rs. 651-4-0 (one-sixth of Rs. 3,907-8-0) has been deducted by 
way of an allowance therefor. 

2. Rate of Tax . — The Assessee is not exempted from 
Income Tax, simply because his Untaxed Income of Rs. 914 
is less than Rs. 2,000 ; but his income from other sources* is 
also to be taken into account. As his Total Income of 
Rs. 3,907 is more than Rs. 2,000 and less than Rs. 5,000, the 
rate of income tax fixed in his case will be 5 pies in the 
rupee. 

3. Refund of Tair.—Though the Assessee claims a re- 
fund of Rs. 8-6-2, lie cannot claim to set it off against the 
Tax of Rs. 23-12-10. He must first pay the Tax, and then 
send in his claim for the Refund, which he would get in due 
course. 
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CHAPTER IV 

INCOME FROM HOUSE PROPERTY 

1. Basis of Assessment. 

Income Tax shall be paid by the owner of house 
property, in addition to Municipal and other Fates and 
Taxes, on the bonafide Annual Letting Value, equivalent to 
approximate Annual Rent, of his house property. This 
Annual Value is usually equal to the Gross Rateable Value 
fixed by the Municipality for Property Tax. 

The Allowances, which may be claimed and deducted 
from this Annual Value, are given as follows : — 

1. A sum equal to one-sixth of such Value, in consider- 
ation of Repairs, Municipal Taxes, etc. 

2. Insurance Premium paid against risk of destruction 
or damage, (less Rebate). 

3. Interest paid to Mortgagee of such property. 

4 Ground Rent paid. 

5. Payment on account of Land Revenue (usually to 
the Collector). 

6. In case of vacancy, such amount for the loss of 
rent as the Collector may allow. 

7. Charges paid for collecting rent, not exceeding 6^ 
of the*,^ross Rental (Annual Letting Value). 

2. Preparation of Accounts, Statements etc. 

Illustration:— Sorabji, Proprielpr of some house 
properties, has been nisured with the Oriental Life Office, at 
an Annual premium of "Rs. 1,700. He has no other sources 
of Income. He requests you to prepare a Statement, 
showing his Taxable s Income for the year ending 31st 
March 1918, from the particulars. given below: — 

He owned a House in. “A'" Ward '"(No. 1257,) at 321, 
Hornby Road, and another imtUD.-' Ward (No.329,) at 651, 
Ciirgaum Road. He had also a Bungalow in Poona at 375, 
Main Street, and a Cottage in Deolali at 57, Dbondy Road. 
The Poona Bungalow was, however, sold in July 1917 (last 
.rent was received for June), while the Deolali Cottage was sold 
in October 1917 (last rent received for September). The Net 
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or Rateable Values (as ]:)er Municipal Bills) and the amounts 
paid for Fire Insurance Premiums, wei'e as follows : — 

Property. Rateable Value. Inaurance. 

Hornby Road House Rs. 6,570 Rs. 190 

Girgaiun Road House ,, 4/140 ,, 120 

Poona Bungalow „ 2,430 80 

Deolali Cottage 1,530 ,, 46 

Other expenses on Bombay Houses were paid as shown 
below ‘ 

Interest paid to Mortgagee of Horn1)y Road House Rs. 480 

Ground Rent paid ... ,, 109 

Paid to Collector of Bombay for Land Revenue ... ,, 17 

Rent Collection Charges 873 

Vacancy Allowance for Girgaum House, as agreed 
to by the Collector „ 200 

Details of House Property (as per Form D) 


Ward 
and No. 


Name and number 
of street in which 
property stands. 


In whose name 
property stands 
in Municipal 
Register. 


Annual 

Letting 

Value. 


Deductions 

claimed. 


A, No. 1257 321, Hornby K. Sorabji Rs. 7,300 
Road, Fori. 


1). . 

, 329 

652, Girgaum 
Road. 

d(:‘. 

„ 4,600 

Rs. 1,661 V 

(see ' 

c. , 

, 71 

375, Main St., 
Poona. ' 

do. 

,, 675 

below). 

A. , 

, 54 

57, Dhondy 

Rd., Deolali. 

do. 

„ 850 

Rs. 13,425 



Allowances Claimed (Vouchers to be submitted) 


1. Insurance Premium Rs. 358x 

2. Interest on Mortgage „ 480 \ 

3. Ground Rent ... 1 ()P% 

4. Land Revenue ,, 17 ^ 

5. Collection (Charges (6% of 43^225) ... „ 



Rs. IMl )^ 



statement Showing Taxable Incomii^. 

Gross Annual Value Rs, 13,425 0 0 

Less Vacancy Allowance 200 0 0 


Les^ Allowfi^jnces claiiued (as 

above) Ra 1,661 0 OlRs. 13,225 0 0 

1 /6th of Total Annual Value J 

(Rs. 13'225),, for Mum- ; 

cipal Taxes, Repairs etc. „ 2,204 2 8 ,, 3,865 2 8 

TOTAL INCOME Rs. 9,359 13 4 

Lm Life Insurance Premium 
(T/6th of Rs. 9359-13-4) 

allowerl ;. Us. 1,559 15 7 


TAXABLE INCOME Rs. 7,799 13 9 

-rt; 

The Assessee will pay a tax of Rs. 243-12-0, viz,, 6 pies 
in the rupee on Rs. 7,800, as his income is more than Rs. 5,000, 
but less than Rs. 10,000. 


NOTE: 

(1) Annual Letting Values , — Annual Letting Value 
means a sum at which the property might reasonably be ex- 
pected to let from year to year. This represents the Gross 
Rateable Valuw, which could be ascertained from the Net or 
Rateable Value (which is 90% of the Gross), stated in 
Municipal Property Tax Bills. As for instance, Rs. 7,300 of 
Hornby Road Property has been arrived at thus; — 


Net Value. 
90 


Ntit Value, 


: 6,570 : : 

6,570 X 100 
90 


Gross Value. 
100 : ? 

« Rs. 7,300. 


As the Poona Bungalow was sold in July, its Rateable 
Value has been taken for 3 months only. Similarly, 6 
months’ Rateable Value has been taken for the Deolali 
Cottage sold in October. 

Where the property is in the occupation of the owner, 
such value shall not exceed one-tenth of his totald^c^^ue; 
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(2) Fire Insurance Prernimn . — Here also 12 months’ 
premium has been taken into account in the case of Bombay 
Houses, while those for Poona and Deolah^have been taken 
for 3 months and 6 months respective^; It would not be 
out of place to mention here, iimi /th6 actual amount of 
premium paid will be allowed by t^^ Collector, and not the 
amount of the premium receipt, f;roni the amount whereof a 
rebate or discount of 25*^ abnost invariably given by 
many Fiife Insurance Corapani^. 

(3) Collection Gha 0 e ». — Though these charges have 
been actually paid up to Rs. 879 in connection with Bombay* 
Houses,, Rs. 702 only have been taken as an allowance, being 
the maximum 6% of the Gross Rental of Rs. 11,700 {viz,, 
Rs. 7,300 4- Rs. 4,600 — Rs. 200). These charges are usually 
allowed in the case of large properties only. 

(4) Life Insurance Premium . — The Assessee has 
actually paid Rs. 1,700 for his insurance, buti he cannot claim 
the allowance for more than one- sixth of his Total Net 
Income of Hs. 9,359-13-4 The said one-sixth amounts to 
Rs. 1,559' 15-7 which has been taken as an allowance. 

(5) Vouchers for Admissible Allowances . — While claim- 
ing the admissible allowances, vouchers (or copies thereof) 
must be submitted for the satisfaction of the Collector. These 
vouchers may take the shape of acknowledgments, receipts, 
contracts, agreements, correspondence, etc. 

CHAPTER V 

INCOME DERIVED FROM BUSINESS, TRADE ETC. 

I. Items allowed to be charged against Profits. 

The tax under this head (business, trade, etc.) shall be 
payable by an Assessee on the Profits or Inconie of any 
Business, Commerce, Trade, etc. carried on by him, subject 
to the following items allowed to be charged against such 
profits, by way of Expenses and Losses arising out of the 
Business : — 

(A) Expenses:—* 

1. Cost of Repairs to Premises, where this is not 
allowed to be deducted from rent bv the landlord: 
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2. Rent paid for the Premises used solely for carry- 

ing on the business. If the premises be owned by tne 
Assessee, the bona fide Net Annual Value thereof may be 
charged. If part of the premises be used for dwelling 
purposes, the amount to be charged will be fixed by the 
Collector. * . 

3. Interest paid on moneys borrowed for tfia purposes 
of the business, at a ratep^ cenChot varving^ith the pro^ts. ^ 

4. Fire Insurance paid for Buildings, Plant 

01 ’ Machinery used for the proposes of the business. 

5. Repairs expended op Machinery or Plant. 

6. Sums paid on account of Land Resreniiei^ Local 
Rates or Municipal Taxes in respect, of the premises. 

7. Revenue Expenditure incurred in the ordinary 
course of regular business, and solely for tlie purpose of 
earning such profits. 

8. Excess Profits Duty paid. 

(B) Losses:— 

1. Bad Debts actually written off. Estimated Reserves 
for them would not be allowed to be charged against profits. 

2. Depreciation of Building, Plant or Machinery, not 
exceeding a percentage on the Original Cost thereof to the 
Assessee to be fixed by the Government. The Collector has 
allowed, in several cases, to be charged againi?t profits, by 
way of depreciation, 5% of the original cost in the case of 
Plant and Machinery, and 21^ in the case of Buildings. 
Such allowance is subject to the following conditions: — 

(a) The amount claimed must have been actually 

debited in the Books of Accounts. 

(b) If in one year the full allowance admissible has^^ 
not .been claimed, the balance may be added to 
the amount claimed in the subsequent period. 

IUuBtration --A lathe was purchased on Ist January 
1912 for Rs. 8,000, Profits prior to charging depreciation 
thereon were Rs. 500 for 1912, Rs. 300 for 1913, Rs. 200 
for 1914, Rs. 900 for 1915, Rs. 100 for 1916 and Rs. 800 
for 1917. The Collector allowed depreciation to be charged 
to Profit and Loss Account @ 5% per amnum. What would 
be the amount of Depreciation to be charged against 



^ tli'e profit of 1917 (for the Assessment 1918-19), if inlv{iuta<^’e 
were taken of the above condition ? 


Date. 

Profit 

Depreciation 

raken 

advantage of. 

Amount to be added 
to subsequent 
depreciatioc 

.^saessatilc 

profit. 


Rs. 

Rs. 

Rs. 

Rs. 

31-12-1912 

500 

400 

nil 

100 

31-] 2-1913 

800 

300 

100 

nil 

31-12-1914 

200 

200 

30(D 

nil 

31-12-1915 

900 

700 

nil 

200 

31-12-1916 

100 

100 

300 

nil 

31-12.1917 

800 

700 

nil 

100 

The amount of Depreciation to be charged against tlio 
Proft of 1917 is Rs, 700. 


(c) The total of all such ailowance.y^ claimed, in 
respect of an}^ one asset, must pot exceed the 
Original Cost thereof to the Assessee. 

Illustration A (las Engine, purchased /)n 1st Janu- 
ary 1898 for Rs. 25,000, was estimated t(|/fast for 25 years. 
The rate for depreciatioj*^to be charged against profit, and 
allowed by the Collector, was 5% per ;i/nnnni. On Slst 
December 1898, and thereafter at the end of each year, 
Rs. 1,250 were charged by way of depreciation to the 
Profit and Loss A/c. prepared for Income Tax purposes. 
I’he twentieth instalment so charged on 81st December 1917 
brought the total past allowances to n figure of Ps. 25,000.’ 
/rhough the engine is still being used in 1918 and willi 
perhaps last for a couple of years thereafter, on 31st 
December 1918, and thereafter, no further amount would 
be allowed to be charged, by way of Depreciation, on this 
Engine, against Assessable Profits. . 

3. Lpss in respect of Cbsolescenc*/ of Plant or 
Machinei\^nlTwbr^irrltf^ Original Cost 

and the sum of (a) total allowances claimed in respect of 
Depreciation and (b) the net amount realised from the sale 
of the asset. 

lUmh'ation — A Soda-water Machine, bought for 
Rs. 10,000 in 1910, became obsolete in the end of 1917, 
inasmuch as. owing to some new invention therein, sinular 



Hiacl lines, wlvicli wotld turn one uuimn^ uie quantii|y T)f 
work in the same tiim^ as tlie ones, could then be 
piiixdiaser] (Vir Its. 12hH)(). ITptm the piirclaise of the new 
machine e<o‘iy in IdhS, the old ou^ was sold for Iks. 2,000, 
Its. 25 heii^iy tlie commission ]>aid tlu^nxm. The total 
amount of depns:'i;ition (allowed hy^the (/olloctor) cliarged 
ayainst ju'odts from lOlOto 191.7 w:ih Ks. 4,000.,^ Ascertain 
tin' Loss sustained throuyh olisolescuaVce upoit tluvi^ale of the 
old macid-iK'. \ \ x 

Dr. OLD M ACHINE A(J(X\jTNT ! \ \ Cr. 

‘'dOlO To cash 


(]iurchaf 

1018 To ensh 
(commissi(.ai) 


Its. 10,000 


1017 By\ddepreciatibn /) 

(total of ^e pay t) 4,000 

1018 I 

jirpcxseds) ... \2,000 

1018' By Pro! it ainT 


Ps. 10,025 



;<! J lutjineastSs may 
'rtluL* husiii esses 


dTi(* liOss ihrouyh olisole 
Profits Avas Its. 4,025. 

4. Inss sustaiiK'd in any one cn 
he set oiraydnst Profit earne( I in anoih^ 
cai’rii.'il on hy one and tin' saim' Assesses'. 

2 . Casual Receipts and Capital Profits 

Tin; '!\i'val)le oi* Assessahh' Profits will not iiiclude any 
])i\)fit of a. nti])ital natnna fi. //., profit on tlic Sale o(,‘ an, 
A:iS('i Oi- a jiart tljuJimiiLjQLP^Jt the re-issue of S Jiar esJ 
P]'('if)iuni (SI issue ot Shaix'si DiTIxmtures, etc. Casual j 
Itens ipis, Pvotlts not (‘arm'd in the ordinary (xnir sc of ‘ 
regula-r business slmuld rdso he ignored. If sucli receipts 
l)e repeat(sl sufheitmtiy (^ft^m to sviygX'st that the Assessee 
is cjirryiny on a luisiness or oceupation with a view to 
profit, tlie Collector will thereupon l)e justified in demand- 
ing Income Tax on such ]tec('ii)ts. 

3 . Losses and Expenses not allowed to be charged 

against F^rofits. 

I’ln; following items should not be charged against 
Profits, inasmucli as they are either Expenses and Losses 
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not inured in the course of regular business or they are 
mere Appropriations of Profits, vxz., 

(a) Expenses and Losses not incurred in the 
course of regular business. 

1. Capital Loss on the Sale of an Asset, 

2. Loss on Speculation or Gambling transactions. 

3. Capital Expenditure in the shape of heavy 

Repairs, Renewals or Replacements, which go to 

increase the value of an Asset. 

4. Gifts, Charities, IVesents, etc. 

5. Commissions of irregular nature. 

6. Payments on account of Goodwill. 

7. Loss sutfered through under-insurance of assets. 

8. Casual Loss. 

9. Any other expenditure not incurred in the 

ordinary course of regular business. 

Note. — Casual or Speculation Losses:-- It is submitted 
that if Casual Profits are regarded as assessable, it is fair 
that Casual Losses of a similar nature should bo allowed to 
be charged against such Profits. This is usually allowed in 
the case of dealers on the Stock Exchange, who have 
entered into private speculative ti-ansactions, where they 
would be allowed to set off such Losses sustained against 
Profits BO made. 

A layman, who occasionally enters into Stock Exchange 
transactions, is not usually expected to include Speculation 
Profit in his Return, nor is he allowed to charge vSpeculation 
Loss against his Profit or Income. If, however, he is 
continually dealing in such transactions, he is regarded as a 
ProfeBsional Speculator, and his Speculation Profits would 
become assessable, while his Speculation Losses may or may 
not be allowed by the Collector to be charged against 
Profits from other sources. 

(b) Appropriations of Profit 

1. Interest on Proprietor’s or Partners' Capital 

Accounts. 

2. Partners’ Management Salaries. 

3. Household Expenses and Drawings for personal 

or^private use. 
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4. Income Tax or Super Tax paid. 

5. Bonuses paid. 

6. Bad Debts and Discounts not actually written off, 

i. e., Reserves for Bad Debts and Discounts 
, ])rovid(3d in anticipation. 

7. Amount transferred to Reserves and other Funds. 
Note. — Income Tax, an Appropriation of Profits : — 

Legally, Inconic Tax is an A])propriation of Profits and not 
a charge tliereon, although in the nniiority of cases it is 
treated as sucli in the Accounts of dVading Concerns, inasmuch 
as it is cliargiid to the 1‘roht and Loss Account and not to the 
Profit and L(.)ss Ap})ro|)riat.ion Account, it I’epresents the 
proportion of the Profits, if any, due to the Government for 
tlie protection atrorded to 'rra(lea]i(lC()inmerce, thus enabling 
the Profits to be made; the Government being considered a 
Secret Partner of the Assessee for such purpose. 

Besides, it will appear from tlie following case, that 
Income Tax has been treated as an a])propriation for the 
purpose of computing Profits, on which Commission may be 
allowed to tlie Agents of a Company (hence Directors also) 
by way of a pcrcentag(i thereon. The case under review 
was Suit No. :)30 of Ifilfi of tJie Bombay lligli Court, viz., 
Purshotamdas Hurkisondas v/s. dlie Central India Spin- 
ning, Weaving and Manufacturing Co., Ltd., wherein the 
Hon. Mr. rlustice Marten liehl tliat “Under the Indian 
Income Tax Acts, as well as tlie English Acts, Income Tax is 
in efiect paid by a Company on btdialf of its Shareholders, 
and if tliat is so, the Englisli decision upon the (piestion of 
the deduction of Income d'ax, before the calculation of Agents’ 
Commission, will be as applicable in India as in England. ” 
Upon the basis of the above decision by the Hon. Mr.' 
Justice Marten, the Commission of Company Agents (hence 
also the Directors’) will be calculated on Profits, before 
Income Tax is deducted therefrom ; and, so long as the 
decision stands, that should be the practice of Accountants 
and Auditors in the matter. 

4. Annual Returns by Assessee. 

(a) Joint Stock (Limited) Companies. 

The principal Officer of every company shall prepare, 
on or before the 15th of June in each vear. and deliver or 
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cati.-^e to be delivered to the (Collector a Return in th(3 
prescribed Form C, and veritied in the words at the foot 
thereof, of tlic Total Income of the (J(>i]ij)any dui-ing the 
previous year. 

(6) Firms or Individuals, , 

Where tlie Taxable Tnconie is, in tla^ Collector’s 
opinion, Rs. 2,()()0 or upwanis, tlie (A>'[iecior shall serve 
a Notice upon tlie Assessee laapiiring liiin to fnriiis}), within 
such period (usually dO <la 3 ^s) as nuiy.he sptaulied in tlie 
Notice, a Return in tlie jirescrilasl lAa-in 1), and veriiied in 
the words at tlie foot tbereof, setting forth in detail tlie 
particulars of his Total Income from vai’ious sources during 
the previous ^yeai’. If the above mentioned Returns aj:e not 
Bcut in, the Collector shall make the Assessment to the Ix^st 
of his judgment. 

It would not be out of place io mention Iiere, that tlie 
filling in of these Returns (Income Tax Form ].)j sent out 
by the Authorities has been regarded by some merchants as 
calling for information which, as they say, the commercial 
community think is unwarranted. Wliat diiliciilties these 
merchants feel it is not easy to understaml. 

The main points about tlie Returns are the furnishing 
of the necessary information, and the forfeiture of the right 
of Appeal against the Collector’s Assessment in tlie case of 
parties who do not furnish a Return at all. Now one thing 
is obvious. The fair and equitable a,ssessment of Income 
and Super l^axes is largely dependent on the possession of 
accurate data by the Authorities. This being so, no 
purpose is served by these merchants saying that the 
Income Tax Forms sent out by the Authorities call for 
information that is regarded as unw^arranted. Tin's opposi- 
tion on the part of tlie said commercial community to 
supply accurate data regarding their income and other 
necessary particulars cannot be regarded as anything but a 
selfish and unjust attempt on the part of Income Tax-pay erS 
to conceal their real position. 

It is well known that the Income Tax Authorities arn 
put to much trouble and inconvenience by tlie fact feat 
tliey have to assess many people by their own calculations 
of approximate income, which is at liest a gue.sSf This, 
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systeiii enables evasion on a large scale by people wlto nullce 
large incomes, as well as causes hardship to soini' To render 
the Assessnuait-work and Tax-collection easier and more 
a;Ccurat(v unde]’ tlie new Act, Iteturns aa.’e sent to Income 
Tax-payer.^ calling for accurate data. To im luce the tax- 
payer’s to 1‘urniidi Returns, the jxmaJty oi' forfeiture of the 
right of A])j)eal against the Assessment of the Income Tax 
Collector is im|)os<‘(j. 

(c) liludraiion, — Fi*om tla^ following particulars of 
tlai Income of Dr. M. Nowi’oji, of lOo, Cumballa Hill, 
jrrejiarc'. tlie Annual Iheturn (Form D), for the Income Tax 
Assessment iblB-Ihll) 

He is tlu‘ Secretary of tin] X. Y. Drug ]\[anufacturing 
Cvo., Ltd., whei'e In' receives (for part-time ap])(rintment) a 
monthly Salary of lbs. 3o() (less Tax @ 5 pi^es in the 
j'upee). .He holds 15 Bank of Bombay Shares of Hs. 500 
i^acli, yielding a dividend of 1.5% (Free of Tax); and 10 
Sliares in tlie Mercliant Manufacturing (k>., Ltd., of 
liis. 1,000 each, carrying a, Prefe'rence dividend of 6% 
(less Tax). He has contributed to tln.^ 5% War Loan (Free 
of Tax) to the exteiit of lbs. 20,0,00, and the 3|% 
Government Loan up to Ks. .10,0,00. 

During his spare hours, he practises as a medical man 
(Hakim) at 35, Grant Koad, the Net Annual Income 
of whicli practice comes to Ks. 817. He has advanced .Es.* 5,000 
to his uncle, B, Sorabji, on Mortgage of Projxu'ty (S 7|%, 
and Ks. 4,000 on (1% Debentures in the Moslem Mills, Ltd. 
He owns a^^ouse Ih-operty in Gowalia' Tank Eoad, the 
Annual iMtiiig Value whereof is Ks. 4,500, and the 
Admissible Allowances therefrom are Eh. 1,782, He also 
holds 5 Shares of £10 each in the Paris Diamond Mining 
Co., Ltd., wlierefrom he receives an annual dividend of 90 
Francs (collected, and credited to his account, by his 
Bankers at Es. 56). 

He has a two-thirds share in the I’irra of Merwanji and 
Billiihoria, of 381, Hornby Eoad, the Taxable Income 
wlierefrom amounts to Es. 7,200 -(the Firm being taxed 
oit this Income of Es. 7,200 @ 6 pies in the rupee). He 
has also entered into a joint venture with B. Contractor in 
, a ednpgnment of some mining ore, which results in a Net 
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Profit 900. He is a Director in the Mehta 

Chemical Co., Ltd., where he gets Rs. 20 for every 
meetiiig attended by him. As he is a very busy man, he 
attehded only nine of sucli meetings during the last year. 

He has got a one-fifth share (being one of fivp brothers) 
in his Family Investments lield in Trust, from tlie Income 
whereof he receives a net annual share of Rs. 75 (tax 
deducted). He also owns a plot of land at Sewree, the 
Ground Rent whereof is received at Rs. 41 per annum. He 
has been insured witli the Reliable Insurance Society, for 
which he pays annually Rs. 705 by way of premium. Ho 
also subscribes annually Rs. 450 towards the Provident 
Fund of his Drug Co., where he is employed as a Secretary. 

ANNUAL RETURN (FORM D) 
of Dr. M. Nowroji, 
for the Income Tax Year 1 918-19 1 9. 

TOTAL INCOME 


Sources. 


Income received under the 
following heads, during the 
year ending 31st March 1918. 

1. Salaries, Wages etc. 

Salary as Secretary of the 

Drug Mfg. Co 

2. Dividends from Joint 
Stock Companies etc. 

(a) Free of Income Tax : — 
Bombay Bank Shares . . . 

(b) Income Tax Deducted : — 
Merchant Mfg. Co. Shares 

3. Interest on Securities. 

by War Loan 

(Free of Tax) Rs. 1,000 0 0 
Govt. Loan 

(Less Tax) Rs. 350 0 0 


Cfd. 


Gross 

Amount. 

Amount of 
Tax deducted 
at Source. 

Rs. as. ps. 

Ks. as. ps. 

4,200 0 0 

109 6 0 



1,125 0 0 

^ Nil \ 

600 0 0 

37 '8 e 

1,350 0 0 

21 14 0 

7,275 0 0 

168 12 0 
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• Bf(L Rs. 

4. Profession. ^ 

Net Income from Medical 

Practice 

5. Interest on Mortgage &c. 
On Mortgage @ 7 J7375 0 0 
On 6% Debentures 

(less Tax) ... 240 0 0 

6. House Property etc. 
Annual Letting 

Value ... Rs. 5,000 0 0 
Less Admissible 
Allowances Rs. 1,782 0 0 

7. Income Outside British 
India, etc. 

Paris Diamond Mining 
Shares 

8. Business," Trade, etc. 
Income from the Firm of 

Merwunji & Billimoria ... 

9. Profit Accrued from 
Transactions etc. 

Protit from Joint Venture... 

10. AH Other Income etc. 
Director’s Fees 

11. Share in Joint Family 

Income. 

Income from Family In- 
vestments 

12. Ground Rent. From a plot 
of Land at Sewree 

Grand Total 

13* Total Life Insurance Pre- 
miums etc. 

Subscriptions to Provident Fund 


Rs. as. ps. Rs. as. ps. 

7,275 0 0 168 12 0 


817 0 oJ mi 


615 0 0 15 0 0 


3,218 0 oJ mi 


56 0 0 Nil 


4,800 0 OJ 160 0 0 


900 0 0 * Nil 
180 0 0 . Nil, 


80 0 0 5 0 0 

41 0 0 ' nil 

17,98 2 O" 338 TT 0 

795 0 0 

450 0 0 1,245 0 0 
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PRINCIPAL PLACE OF EESL 

DENCE 103,, Cmiiballa Hill. 

PRINCIPAL PLACE OF BUSINESS 381, Hornby Road. 

OTHER IT.ACE OF BUSINESS . . . 35, Gra^iit Road. 

NAME OR NAMES UNDER WHICH 1. M.rwauji & Billi- 
BUSINESS IS CONDU(rrEl) nioria. 

2. Dr. M. N. Nav- 
sari walla. 

NAME AND ADDRESS OF Janrsbod Postonji 
‘PARTNERS Billijncjaa, 35L 

Co wall a Tank Rd. 

WHETHER AGEN r, TRUSTEE ETC. Nil 

EMPLOYER'S NAME ... ... X. Y. Drin^ Mfe 

o n 

Ck)., Ltd. 

EMPLOYER\S ADDRESS G57, IDrol Road. 

MONTHLY RATE OF SALARY ... Rh. 350. 

■ I, Merwanji Nowroji NbiYriiriwalla, duclaro ihai tLo 
inforniation o’iven in tliis Rotin-ii is (-(irrect, tirai tlie IncoriK^ 
Hliown in tliiis Reburn is ti’nly (‘stiinated on taicli of tlio 
sources tlierein mentioned, that it lias actually accrued 
witliin the pcaaod theiahn statnd, and that I Juive* no other 
sources ot incoiJKs The ijiconie sliown accrued in tlio year 
ending 31st March 1018. 

MERWANJI^ NOWROJI NAVSARIWALLA. 
Dated, 23rd Septem})e]‘ 1018, (Signatin'o). 


5 Assessment 

If the Collector is satished that the Returns mentioned 
in the foregoing section aia? correct and comj)1ete, he shall 
assess the sum payabh? by the Assessee, for the year In 
which tlie Return is made, on the basis of such Return. 
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The «um to be asHesaed in every case shall be a sum calcula* 
ted on the aggregate of tlie Asaessee’s income in the pre- 
vious year, at the rate applicable to his total income in that 
year. 

6. Inspe(!tion of Books, Accounts etc. 

If the Collector has reason to believe that a Return 
made under section 17 of tlie Act is incorrect or incomplete, 
lie shall serve on the person who made tlie Return a 
Notice requiring him, on a date to lie therein mentioned, 
either to attend at tlui Collector’s Office and produce, or to 
cause to be there produced for tlie inspection of the 
Collector, such Books, Accounts and Documents, as the 
Collector may I'equire, and any evidence on which the 
Assessee may rely in supjiort of tlie Return. 

On tlie day speciticsl in tlie Notice, or as soon after- 
wards as may lie, the Collector, after extimining such books, 
accounts, (locumeiits etc., and hearing any evidence which 
tlie Assessee may iiroduce and such other evidence as the 
Collector may require, sliall, by an order in writing, 
detei'iiiine the d\)tal Income of tlie Assessee for the priwious 
year, and assess the sum payable by tlie Assessee for the 
year in wliich the Return is made on tlie basis of such 
determination. 

If the Assessee fails to attend or to produce the books, 
accounts etc., tlie Collector sliall make tlie Assessment to 
the best of his judgment. 

The Collector or ConimisHiomu*, or any person autlior- 
ized in writing in this behalf by the Collector or Commissioner, 
may inspect and, if necessary, take copies or cause copies 
to be taken of the Register of Members of any (company 
or of any entry in such Register. 

7. Notice of Demand. 

When the Collector has determined the Tax to be 
payable by an Assessee, as in the foregoing paragraphs, he 
shall serve on the Assessee a Notice of Demaiid in the 
prescribed Form E, specifying the sum so payable and the 
time and place when and where the tax is to be paid. 



The Collectoi* may, at any time within one year from 
the date of any demand made upon an assessee, rectify any 
mistake in connection therewith, wliich has been brought 
to his notice by such assessee, and make a refund to such 
assessee in respect thereof. 

8. Petition Against Assessment. 

Any person objecting % the amount or the rate at 
whicli he is assessed, or denying liis liability to be assessed, 
may apply by petition, made in tlie Form F, and verified 
in the words given at the foot thereof, to the Commissioner, 
to have the assessment reduced or cancelled. 

The petition shall, ordinarily, be presented within 30 
days of receipt of tlie Notice of Demand, but the Commis- 
sioner may receive a petition after the expiration of the 
period, if he is satisfied that the objector lias sufficient cause 
for not presenting it within that period. 

The Commissioner shall fix a day and place for the 
hearing of the petition, and, on tlie day and place so fixed 
or their adjournment, shall hear the petition and pass such 
order thereon as he thinks fit, whereafter his decision would 
be final. 

9. Preparation of Accounts for Income Tax Assess- 

ment 

As the rules and I'egulations prescribed by the Income 
Tax Act are not easily understood by laymen, it would be 
advisable for them to consult Qualified Accountants before 
preparing Accounts to show the exact Assessable Profits or 
Taxable Income. 

The Income Tax year (Financial Year of the Govern- 
ment ) begins on 1st. April and ends on 31st. March. The 
Taxpayer would, therefore, do well to close the Accounts on 
3lst. March in each year, in which case he would be assessed 
on the Profits for the 12 months preceding the Income Tax 
Year; i e , for the Income Tax year 1918-1919 (beginning 
Ist. April 1918 ) he would be assessed on the Profits of the 
12 months ending 31st. March 1918. 

If fhe Taxpayer does not close his Accounts on Slat. 
March, he will have to pay the tax on the previous com- 
pleted year’s profits. As for example, if he closes his 
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Accounts on 30th. June, or 30th. September, or Blsl. 
December, he will be assessed on the profits of the year 
ending 30th. June, or 30th. September or 31st. December 
1917, respectively, for Income Tax year 1 9 1 8-19. Similarly, 
if Accounts be closed at “ Divali ” time, for the Assessment 
1918-19, the assessee will have to pay the tax on the profits 
for the Sam vat year ending Aso vad amas 1973; or Shuk 
year ending 30th. Falgan 1839 ; or Mar wari year; or any 
other period of 12 months ending witliin the year ending 
31st. March 1918. 

(A) FIRMS OK SOLE TRADERS. 

Profit and Loss Account for ascertaining the Assess- 
able Profits or Taxable Income may be prepared from the 
Business Annual Profit and Loss Account in two ways, viz., 
(1) By starting with Gross Profits, or (2) By starting with 
Net Profits. 

I. BY STARTING WITH GROSS PROFITS. 

(a) Credit Side:~ 

1. Gross Profits, as per Trading Account, i. e., 

Profit on Sales without taking into considera- 
tion any Expenses incurred in efiecting same. 

2. Any other income which arises in the ordinary 

course of regular business, e. cf., Discounts and 
Allowances from Creditors, Rent from sublet- 
ting part of the Premises etc. 

NOTE. — No Capital Profit, or Casual Receipt, or 
income which has been received less tax, should be taken 
here. 

(b) Debit Side : - 

1. Expenses absolutely necessary for carrying on the 

business, e. g., Rent, Salaries, Trade Expenses, 
Interest, Printing, Stationery, Postages, Tele- 
grams, Repairs, Fire Insurance Premium, Rates 
and Taxes etc. 

2. Losses arising in the ordinary course of regular 

business, e. g,, Bad Debts, Discounts and Allow- 
ances, Depreciation, Obsolescence Loss, etc. 

3. Annual Letting Value of Premises (by way of rent), 

if same bo owned by, and used fur, the business. 
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^ . NOTE. — The following items should not be taken here, 
viz,^ Appropriations of Profits {e. g., Interest on Proprietor’s 
or Parmer’s Capital, Pi‘oprietor's or Partner’s Salaries or 
Drawings, Income and Super Tax, Amounts transferred to Re- 
serve, Bonus or other Funds etc.); Capital, Casual or Speculation 
Losses,; Capital Expenditure; Under-Insurance Loss; Gifts, 
Charities and Presents ; and all other Losses and Expenses 
not incurred in the ordinary course of regular business. 

Illustration — From the Business Profit and Loss Ac- 
count of the Firm of Bapuji and Peroshaw given below, for 
the year ending Blst. March 1918, pre])are an adjusted account 
for In 9 ome Tax Assessments 918-1 919. It is assumed that 
the full amount of Depinciation has been allowed by the 
Collector, and that the Repairs are to be borne by the Firm. 
Dr. PROFIT & LOSS ACCOUNT. Cr. 

Rs. Rs. 

To Trade -Expenses... 228 By Gross Ih-otits, as 

„ Partners’ vSalaries 1,0()0\ per Trading A/c. (>,207 

Rent 1,200 Interest on Bank 

„ Gifts ... ... 20.^ Gurrent A/c. ... 32 

,, Salaries & Wages 900 ,, Discounts aM ... 

„ Charities ... IOOy Allowanctj ... 171^ 

„ Printing & Stationery 81 ' ,, Pjotit on s|le of... 

„ Postages &; Telegrams 57 Investiiydits ... 389^ 

„ Rates and Taxes 82 „ Rent fror^mb- ... 

„ Interest on Capital 721 \ letting ... 205 

„ Repairs to Buildings 570 „ Dividends ( less ... 

„ Loss by Fire (irre- tax deducted) ... 457 . 

coverable) . . . 500 ^ 

,, Replacing Machi- 
nery parts ... 000 V 

„ IncoiheTax ... 100^ 

„ FireInsurancePremium75 ^ 

Bad Debts (written off) 219 
„ Discounts and Allow- 
ances ... ... 207 

„ Loss on Sale of In- 
vestment ... 84 \ 

Cfd^ Rs. 7,461 


Cfd. Us. 6,744 
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Bfd. Rs. 6,744 Bfd. Rs. 7,461 

To Concert Tickets ... 15^ 

„ Depreciation ... 381 

„ Net Profits, trans- 

ferred to Capital 
Accounts . . . 321 

Rs. 7,461 Rs. 7,461 

Dr. PROFIT & LOSS ACCOUNT, adjusted FOR Cr. 

INCOME TAX. 

To Trade Expenses ...Ife. 228 Gro.ss Profits, as por Rs. 

„ Rent ... ... 1,2'^0 ^ Trading Alt. ...6,207^ 

„ Salaries and Wages 900 Interest on Bank A/c. 32 

„ Printing «Sc Stationery 81^, Discounts and Allo- 

„ Postages & Telegrams 57 ^ wances 171 

„ Rates and Taxes ... 82 Rent from subletting 205 

,, Repairs to Buildings 570 \ 

„ ITire Insurance Pre- 
mium 75 V 

„ Bad Debts 219 \ 

,, Discounts & Allowances 207 V 

„ Depreciation ... 381 ’ 

,, Balance, being Tax- 
able or Assessable 

Profits 2,615 

Rs. 6,615 Rs. 6,615 

The FiJrm will be assessed on Rs. 2,615. 

IL BY starting WITH NET PROFITS. 

(a) Credit Side 

’ 1. Net Profits, transferred to Capital Accounts, as 

per the business Profit and Loss Account. 

£ Expenses . and Losses charged to the business Profit 
and Loss Account, before arriving at the 
above Net Profits, which therefore reduced the 
said Net Profits -and which ought not to have 
been so charged foif Income Tax purposes, 
inasmuch aS such Expenses or Losses were 



So 

either Appropriations of Profits, or were 
not incurred in the ordinary course of 
regular business, or were of a Capital or Casual 
nature (see Note to paragraph (b) on page 28). 

(b) Debit Side:— 

]. Income or Profit credited to Business Profit and 
Loss Account, before arriving at the above 
Net Profits and therefore included in the 
latter, which ought not to have been credited 
to Profit and Loss Account for Income Tax 
purposes, inasmuch as such income or profit 
was either received less tax, or was not earned 
in the ordinary course of regular business, or 
was of a Capital or Casual nature (see Note 
to para, (a) on page 27). 

2. If premises be owned by, and used for, the business 
and no rent has been charged to business Profit 
and Lossa/c., the Annual Letting Value thereof 
(L e. exact amount on which House Property 
Tax was paid) may be charged here. 

Illustration . — Taking for example the same Profit 
& Loss Account, as given on page 29, the Assessable Profits 
by this method would be arrived at as follows : 

Dr. PROFIT & LOSS ACCOUNT, ADJUSTED Cr. 
FOR INCOME TAX. 

To Dividends (less Tax) Rs. 457 By Net Profits, as per 


Profit on 

the Sale 


business Profit & 


of Investments . . . 

389 

Loss Account Rs 

. 321 

Balance, 

being Tax- 


„ Partners" Salaries 

1,000 

able or 

Assessable 


„ Gifts 

20 

Profits 


2,615 

„ Charities 

100 




„ Interest on Capital, 

721 




„ Loss by Fire (irre- 





coverable) 

500 


,, Replacement of Ma- 
chinery parts ... 600 
„ Income Tax ... 100 

Cfd. Rs. 


Cfd. Rs. 3,461 



Bfd. Ra 3,461 


Bfd. Rs. 3,302 
By Loss on Sale of In- 
vestment ... 84 

„ Concert Tickets ... 15 


Rs. 3,461 Rs. 3,461 


(B) JOINT STOCK (LIMITED) COMPANIES. 

The two methods of preparing Accounts for Income Taas 
purposes in Joint Stock Cos. are similar to those in the case 
of Firms, as stated on pages 27 to 31. 

Illustration. — The published Profit and * Loss 
Account of the Patel Manu factoring *Co,, Ltd., is given below. 
The Premises were owned by the Company, the annual 
letting value whereof is Rs. 5,275. Tlie Collector allowed 
only 5% by way of Depreciation of Machinery. The Com- 
pany had deducted Income-Tax before paying the Interest to 
the Debenture-holders. Adjust the Profit & Loss Account 
for the Income Tax Assessment 1918-1919. 

Dr. PROFIT & LOSS ACCOUNT, Cr 

FOR THE YEAR 1917. 

To Salaries & Wages Rs. 2,350 By Gross Profits, as Rs. 

„ Pension to late Sec- per Trading A/c. 35,218 

retary 500 „ Profit on re issue 

„ Trade Expenses ... 7,237 of Forfeited Shares 2S^ 

„ Preliminary Ex- „ Discounts earned ... 578 

penses (closed)... 3,231x „ Dividends (less Tax) 1,025 

„ Discounts and Al- „ Premium on issue 

lowances ... 1,009 of Shares .2,000 

„ Interest on Deben- „ Transfer Fee ... 190 

tures 3,500 „ Sundry Receipts ... 25 

„ Auditors’ and Direc- 
tors’ Fees ... 825 

„ Fire Insurance Pre- 

miuni ... ... 329 

„ Loss on Sale of 

Machinery ... 725 


Cfd. Rs. 19,706 


Cfd, Rs. 39,321 



,32 


Bid. Rs. 19,706 Bfd. Ra 39,321 

To Bad Debts (written 

off) 891 

„ Depreciation of Ma- 
chinery (7 1%) ... 1,950 

„ Income Tax ... 821 

„ Subscription to Con- 
certs ... ’ ... 1,000 y 

„ Reserves for Bad 

Debts etc. ... 322 

„ Net Profits 14,631 


Rs. 39,321 Rs. 39.321 

(a) By Starting with Gro88 Profits. 

Dr. PROFIT AND LOSS ACCOUNT, ADJUSTED Cr. 
FOR INCOME TAX. 


To Annual Letting 

Value ... Rs. 

5,275 

„ Salaries & Wages ... 

2,350 

„ Trade expenses ... 

7,237 

„ Discounts and 
Allowances 

1,009 

„ Directors and Audi- 
tors’ Fees 

825 

,, Fire Insurance 
Premium 

329 

„ Bad Debts (written 
off) 

891 

„ Depreciation of Ma- 
chinery (5%) ... 

1,300 

„ Balance, being Asses- 
sable or Taxable 



Profits 16,795 


By Gross Profits Rs. 35,218 
,, Discounts earned 578 

„ Transfer Fees ... 190 

,, Sundry Receipts 25 




m 

(6) /i// Stavtiwj with Net PrqMs. 

Dr. PROFIT AND LOSS ACCOUNT, ADJUSTED Cr, 
FOR INCOME TAX. 


To Annual Letting Va- Rs. 

luo 5, *275 

To Profit on re-issue of 

Forfeited Sliai’es' 285 
„ Dividends {le.s.s tax) 1,025 
„ Premium on issue of 

Shares 2,000 

„ Balance, being Taxa- 
■ ble Profits ( see 

above) 16,795 


R,s. 25,880 


By Net Prolits, as per Rs. 
Profit and Loss 
Account ... 14,631 

„ Pension to late Se- 
cretary ... 500 

„ Preliminary Ex- 
penses 3,231 

,, Interest on Deben- 


tin -os 

■3,500 

,, Loss on Sale of 


Machinery 

725 

,, Excess Deprecia- 


tion of Machi- 


nery (2J%) ... 

650 

„ Income Tax 

821 


,, Subscription to 

Concerts ... 1,000 
Reserves for Bad 
l)e])ts & Discounts. 322 


Rs. 25,380 


10. Treatment of Income Tax Account in Joint Stock 
Companies. 

I Where a Company declares Dividends on its Shares, and 
p4ys Interest on Debentures, Free of Income Tax, the whole 
lijcome Ti^x Assessment is borne by the Company. If the 

t^x is, l>efweVer, deductcd^by thB Coitlp^ny befbfr'the pay- 

such dividend anti interest to the Shareholders and 
Debenture-holders respectively, the diRerence between the full 
Tax shown by the Company s Assessment and the Tax so 
deducted from Shareholders and Debenture-holders will only, 
have to be sutierod by the Company and^^^there fore, char^ed J 
toits Profit and Loss Account . " j 

— The Krishna Rao Spinning and Weaving 
Mills Uo., Ltd., had a paid up Capital of Rs. 1,10,000 ^divided 



64 


into an equal number of Ordinary and Preference Shares of 
Ks. 100 eacli. The Company, whose Assessable Profits for 
the year 1917 was Rs. 8(),9()0, had also borrowed Ks. 1,00,000 
on 5% Debeiiture Bonds of Rs. 100 each, and had declared an 
annual dividend of 0% on I’reference Shares^ and 5^ on 
Ordinary Shares, The above Pj'ofits had been arrived at 
before charging Interest on Debentures. Ascertain tlie amount 
of Income Tax to be debited to the Company’s Profit and 
Loss Account. 

(а) Where Dividends and Interest are paid Free of In- 

come Tux. 

As the Shareholders and Debenture-holders are given the 
Dividends and the Interest respectively Free of Tax, they 
will not pay any Tax on such Income so received by them ; 
and, therefore, tlie Company will have to^ pay the Tax on the ^ 
whole amount of Profits of Ks.‘" S6, 900, @ 1 anna in thei 
rupee. The whole amount of the Tax of Ks. 5,431-4--0 willl 
be debited to the Company’s Profit & Loss Account. * t 

(б) Where Dividends and Interest are paid Less Income Tax, 
As the Company is going to deduct the Tax before 

paying the Dividends and tlie Interest, the amount sufiered 
by the Company would be the dax on the Profits not 
distributed amongst the Shareholders and Debenture- holders, 
viz,, Rs. 1,337-8-0, that is 1 anna in the riqiee on Rs. 21,400, 
as shown below : — 

Dr. INCOME TAX ACCOUNT. Cr. 

To Income Tax Col- By Pref. Share Divi- 

lector, being the dend A/c., being 1 Rs. a. p. 

Income Tax As- Rs, a. p. anna in the rupee 
sessment, at 1 on Rs. 33,000 ... 2,062-— 8-0 

anna in the „ Ord. Share Divi- 

rupee, on Rs. dend A/c., etc., 

86,900 5,431-4-0 onRs.27,500 ...1,718-12-0 

„ Deb. Interest A/c., 
etc., on Rs. 5,000 312— 8-0 
„ Profit & Loss A/c., ' ' 

, etc.,onRs. 21,400 1.337—8-0 , 

Rs. 5,431-4-0 Rs. 5,431-4-6 
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II. Allocation of Partnership Tax. 

A Finn is assessed jointly in the Finii-iiame, and not 
separately in the name of individual Partners constituting 
such Finn. 

If a Finn lias been co-nstituted under a registered in- 
strument of Partnorsliip (1. e., Partnership Deed), as provided 
in Sections 253 and 25() of tlie Indian Donmamie.^ Act, 1918, 
specifying the individual sliares of the Partners, and if the 
Taxable Income of siicb Firm is Rs. 2,000 per annum or up- 
wards, IncoTue Tax slnill be levied at tlie maximum rate 
specih^id hi the (b'aduated Scale for IlKh'"'Kires’‘'0f"*T^T"1^ 
Cha]:)ter V n’5seidir)Tn'377^tr;“~^^ 'Tliiris 

one of the changes bronglit about l>y the Income Tax Act, 
1918. This idteration of the Law is a Iciiid of extension of 
the principle of “Collection of Tax at tlie Source’’, and ])laces 
the liabilit}' of paying the tax on tlio 1^'irin as a whole, leather 
than making each partiier liable fo.i’ In’s ])roportion only. 

If the l^dnn lie not reguhn'ly constituted as above, the 
Tax paya])ie_by the Firm as a whole would be in accordance 
with the said Graduated Scale. Wliether the Fii-m pays the 
Tax at tlie said mexiimim jaite or at the rate varying with 
the profits, the rigiits of the indii idual partners to claim 
Exeiiiption or Relief are not adecled, as shown in Statements 
at the end of this chapter. 

The correct a]:>portionment of T . xable I ncome of a Firm 
amongst the partners ha,s got two advantages : — (a) It pre- 
vents an improper allocation of the burden of the Tax 
amongst tlie partners, evim if no claim for relief be made, and 
(b) it enables the individual partners to ascertain what 
rights, if any, they may liave. Taking these advantages 
seriatim : — 

I, Where no Claim for Relief is Made, 

It must be remembered that the Firm’s Taxable Income 
should not be distributed amongst the Partne rs in the pro- 
p ortions of their sharing of probts and Josses, ev^nT^u^’J'” 
fcefh3mdual pawners nia k^no cl SSLIoZ^ 

on Capital and Part- 
more Appropriations of Profits and 
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wltich are included in the Finn's Taxable Income, should not 
be shared by the partners in the, said proportions, inasmuch 
as they direct relation with the Taxable Income; but, ' 

that they depend mere or less on th e Capit als of individual 
partners and on the time'ilevoted to the management of the 
business by indi vidual partners. It is, thfeibre, necessary 
to make careful adjustment to see, that each partner is charged 
with the proper proportion of the Tax applicalile to him only. 

For tiiis purpose, In terest m i Capitals, Parlmus\Salaid^ 
etc., would be deducted (feniporanlj^ Taxable Th- 

come, in Divisible Inccme, wbich 

would 'be distributed amongst the partners, in the proportions 
in which they share profits and losses. To each partner's 
shar(^o arrived at would be added his corresponding share of 
IiibiresTorrCQ^^^^^^^ Partners' Salaries. Now, the sum 

of the shares of Partners so arrived at would be exactly equal 
to the Taxable Income of the Firm, which has been correctly 
allocated amongst individual paidners. 

lllustraiion. — L. Sethna, K. Midy.arid ]>. Sanjana, 
whose business Profit and Lof-s Account has been given belcwq 
are trading in partnership, under tl\e style of L. K. B. & Co., 
Book-sellers and Commission Agents, sliaring Profits and 
Losses equally. They have put in Capital, at Ks. 1,20,000, 
Es. 70,000 and Ks. 20,000 respectively, upon wliich interest 
is to be credited @ 5% per aniiUin. They have also agreed 
to receive Management Salaries, at Es. 9,000, Es. 6 000 and 
Es. 3,000 respectively. They own their business Premises, 
at 737, Hornby Road, Annual Letting Value w^hereof is 
Rs. 10,000. Ascertain the amounts of Tax borne by each of 
the partners. 

Dr. PROFIT AND LOSS ACCOUNT, P^OR Cr. 
THE YEAR 1917. 


To Trade Expenses. 

Rs. 

18,207 

By Gross Pro- 

Rs. 

„ Interest on Ca- 



fits, as per 


pital : — 



Tr ading 


Sethna 

6,000 


Account.. ; 

1,35,217 

Mody 

3,500 


,, Dividends 


Sanjana 

1,000 

' 10,500 

(less Tax) 

621 


Cfd. Rs 

. 28,707 

CM. Rs. 1 

,?5,738„ 
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Bfd. Rs. 28,707 Bfd. Rs. 1,85, 7*38 
To Partners’ Salaries : — 

Sethna ... 9.000 

Mody ... 6,000 

Sanjana ... 3,000 18,000 


„ Charities 367 

„ Net Profiits 88,664 


, Rs. 1,35,738 Rs. 1,35,738 


Dr. PROFPr AND L()SS ACCOUNT, ADJUSTED Cr. 

O’ for income tax. 

To Dividends (less Rs. By Net Protit s (as Rs. 

tax 521 above) ... 88,664 

„ Annual Letting „ Interest on Ca- 

Value... ... 10,000 pitals 10,500 

,, Balance, Being ,, Partners’ Salaries 18,000 

Finn’s Taxable ,, Charities ... 367 

Income ... 1,07,010 


Rs. 1,17,531 Rs. 1,17,531 


The Firm’s Taxable Income of Rs. 1,07,010 is not divisi- 
ble amongst the partners equally, because it contains Interest 
on Capitals and Partners’ Salaries, which are not shared 
equally but in proportion to their unequal Capitals. It is, 
therefore, necessary for the time being to take away from 
Taxable Income the Partners’ Salaries and Interest on Capi- 
tals, in order to arrive at the “ Divisible ” Income, which 
may be apportioned among the partners in the proportions in 
which they share profits and losses. 

Firm’s Taxable Income Rs. 1,07,010 

Less Interest on Capitals... Rs. 10,500 
„ Partners’ Salaries ... 18,000... 28,500 


FirnPs Divisible Income Rs. 78,510 
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STATEMENT ALLOCATING TAXABLE INCOME 
AMONGST THE PARTNERS. 

Particulars. Total. Sethna. Mody. Sanjana. 

Divisible Income (as above) Rs. 78, 510 26,170 26,170 26,170 

Partners’ Salaries 18,000 9,000 6,(100 8,000 

Interest on Capitals ... 10,500 6,000 8,500 1,000 


Taxable Income (as above) Rs. 1,07, 010 41,170 85,670 30,170 


Tlie above Statement show.s the correct allocation of the 
Taxable Income of the Firm. When the 8’ax is paid, it 
should be divided according to each partner’s Taxable Income 
from the Firm, as above, and charged to their respective 
Current Accounts and not to tlie Proiit and Loss Account. 

If the Taxable Income had been di\’ided equally among 
the partners, the burden of the Tax would have been very 
unjustly allocated. The following Statement illustrates 
this — 


Partner. 

Gorrect 

Divided, 

Over- 

Under- 

Allocation. 

Equally. 

ta/xed. 

taxed. 

Sethna 

...Rs. 41,170 

85,670 


5,500 

Mody 

... 35.()70 

35,670 



Sanjana. 

... 30,170 

35,670 

5,500 



Rs. 1,07,010 

1,07,010 

5,500 

5,500 


The Firm would pay the Tax of Rs. 6,688“2'0, viz., 1 
anna in the rupee on Rs. 1,07,010, but the tax should not be 
debited to the Firni'js. Profit. because each 
• of the partneis in that ease would, jUjfc 
anldtint of Rs 6,b88-2-& slibuTS b^ over the three 

pftTthbi^fe m the propof lions of Es. :41 R S5I6T0" and ■ 

Rs. 80,170 respectively, so that Sethna^s Current Account; 
will'be' debitea:iwitH;;';Rsr'^^^^^^ 

Rs. 2,229-6-0 and ' SaiiJ^’s. 1 ’ 

Thus, the amounts of Tax boriie by Sethna, Mody and San- 

jana are Rs. 2,S73-2-0, Rs. 2,229-6-0 and Rs. 1,88530*0 
respectively. 
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Note: — If the partners were receiving Management 
Salaries and Interest on Capitals in the same proportions in 
which they share profits and losses, and not unequally as in 
the above illustration, the ^i’axable Income of Rs. 1,07,010 
would also be the Divisible Income, and each of them would 
bear the Tax on Rs. 85.670^ vi^., Rs, 2,229-6-0, and there 
would be no need of preparing the above Statement of 
Allocjjtion. 

11. Where a Claim for Relief is Made. 

Illustration . — Hiraji Dalai, Bapalal Nanavati and 
Fatehmahomed Merchant are in partnership having interest 
in the Firm as follows : — 

Partner. Share. Capital, Salary. 

Dalil.,. ... 1/2 Rs. 10.000 Rs. 500 Rs. 300 

Nanavati ... 1/3 10.000 500 100 

Merchant ... 1/6 .Nil. Nil. 150 


Rs. 20,000 1,000 550 


The partners have no other sources of income except this 
business, the Profit and Loss Account whereof is given below. 
AvScertain the Taxable Income of the Finn and the amount of 
Tax borne by each Partner, 

Dr. PROFIT AND LOSS ACCOUNT, FOR THE Cr. 


YEAR ENDINC 31st MARCH 1918. 


To Office Expenses ... 

Rs.965>J3y Gross Profits, as 

Rs. 

„ Salaries and Wages 

785^ per Trading A/c. 

7,852 

,, Rent 

900 Bad Debt. Dividends 

62» 

,, Interest on Capitals 

1,000/,, Discounts 

72s 

„ .Partners’ Salaries ... 

550^ ,, Profit on Sale of 

,, Fire Insurance Pre- 

Investment 

50) 

mium 

29 Bank Interest ... 

17.' 

,, Income-Tax ... 




,, JiilUUUlO .XO-A 

„ Net Profits, transfer- 


red to Capital A/cs. 3,745^ 
Rs. 8,05^W 


Rs. 8,053 
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Di*. PROFIT AND LOSS ACCOUNT, ADJUSTED Cr. 
FOR INCOME TJiX. 

To Profit on Sale of Rs. By Net Profits (as Rs. 

Investment ■ ... 50 above) ... ... 3,745' 

„ Firm's Taxable In- „ Interest on Capi- 

corne 5,324 taJs ... ... 1,000' 

„ Partners’ Salaries 550,, 
„ Income Tax ... 79 , 


Rs. 5,374 Rs. 5,374 


Taxable Income. Rs. 5,324 | 

Less Interest on Capitals ... 1,000 
„ Partners’ Salaries ... 550 1,550 


Divisible Income Rs. 3,774 

siWTEMENT ALLOCATING TAXABLE INCOME, \ 
AMONGST 'I'HE PARTNERS. 

Pdrticulars. Dalai. Nanavati Merchant. Total. 
Divisible Income (as 

above) Rs.1,887 1,258 629 3,774 

Interest on Capitals... 500 500 Nil. 1.000 

Partners’ Salaries ... *300 100 150 550 

Taxable Income (as 

above) ... 2,687 1,858 779 5,324 


(a) Registered Partnership. 

If the Firm has been constituted under a registered in- 
strument of partnership (Partnership Deed), as explained in 
section 11 the Tax paid by the Firm would amount tp 
IliRB. 332-12-0 {viz., 1 anna in the rupee on Rs. 5,324). This 
amount of Tax would be debited to the Current Accounts .bf 
the Partners in the proportions of Rs. 2,687,- Rs, 1,858 and 
Rb. 779 respectively, Rs. 167-15-0, Rs. 11 6-2-0 and 
Rs. 48-11-0 respectively. 

(1) As Dalai’s income from all sources, viz., Rs. 2,687 
exceeds Rs. 2,000 but is less <^n Rs. 5,000, he ought to have 
been assessed (§ 5 pies in the rupee on Rs. 2,687. In the 
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buemess, However, he has been assessed on this amount @*1 
anna in the rupee, therefore he can claim a Refund of Tax of 
Ra. 97-15-5, ws, 7 gies 

“(2) Nahavati’i’ mcoine from all sources is less than 
Rs. 2,000, therefore he is totally exempted from the Tax. 
As he has already paid, through the business, a Tax of 
Ks. 116-2-0, he will claim the whole sum back. 

(8) Merchatit s incSrnFTrorh all sources I.? also less than 
Rs. 2,000, therefore he is totally exempted from Income Tax. 
As he has already paid, through the business, a Tax of 
Rs. 48-11-0, 1 anna in the rupee on Rs. 779, he wil^ 

claim a Refund of the whole of Rs. 48-11-0. 


STATEMENT SHOWING NET TAX PAYABLE 


Partner. 

Firms Tax 
paid. 

Refund 

claimed. 

Net Tax 
payable. 

Dalai 

Rs. 167-15-0 

97-15-5 

69-15-7.^ 

Nanavati 

... 116—2-0 

116—2-0 

Nil. 

Merchant 

... 48-11-0 

48-11-0 

>■ 


Rs. 332 12-0 

262-12-5 

69-15-7 


(b) Ordinary Partnership. 

If the Firm has not been constituted under, a r^gi^tered 
instrument of partnership, Tt will pay a Tax of Rs. 166-6-0, 
viz,, 6 pies in the rupee on Rs.. 5.324 which Tax will be de- 
bited to the Partners’ Current Accounts in the proportions of 
Rs. 2,687, Rs. 1,858 and Rs. 779 respectively, viz., Rs. 83-15-6 
Rs. 58-1-0 and Rs. 24-5-6 respectively. The partners would 
claim relief, for the reasons stated in the previous paragraphs, 
as follows:-— 


STATEMENT SHOWING CLAIMS FOR REFUND 


^ f Partner, 
^ Dalai 
Nanavati 
Merchant 


Rate. Profit. Refund 

1 pie Rs. 2,687 13-^15-11 

6 pies 1,858 58-1—0 

6 „ 779 24-5-6 

Rs. 5,324 96—6—5 
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STATEMENT SHOWING NET TAX PAYABLE 


Partner. 

Dalai 

Nanavati 

Merchant 


Firm's Tax 
paid. 

...Eb, 83-15-6 
... 58-~l-0 

... 24~-5-6 


Refund 

claimed. 

13-15-11 

24 -^ 5-^6 


Net Tax 
payable. 
69-15-7 
Nil. 


Rs. 166—6-0 96—6—5 69-15-7 


From the comparison of the above two Statements, viz., 
in (a) and in (b), showing Net Tax payable, it will be 
clear that after all Dalai bears a Net Tax of Ra. 69-15-7. 
while Nanavati and Merchant do not bear any Tax whatever. 


CHAPTER VI 

PROFESSIONAL EARNINGS 

1. Assessable Profits. 

The Tax under this head shall be payable by an Assea- 
see on the excess of Income over Expenditure, in any profes- 
sion or vocation followed by him. 

The expenditure stated above must be of a Revenue 
nature, incurred solely for the purposes of the profession and 
must not include the Personal expenses of the Assessee. The 
income stated above sliall also include Professional Fees paid* 
in any part of India to a person ordinarily resident in British 
India. 

The remarks concerning the returns by Assessee, Assess- 
ment, Inspection of Books, Notice of Demand, Rectification 
of Errors, Petition against Assessment etc., as mentioned in 
Chapter V, sections 4 to 8, also apply here. 

2. Preparation of Accounts. 

Illudration. — A. B. Govind, Practising Accountant, has 
prepared his Income and Expenditure Account, for the year 
ending 31st March 1919, as' ish own below. Prepar^n 'Ad- 
justed Account to show Ins Assessable Income lor Income 
Tax Assessment 1919;20, and find out the amount of his 
income tax. He is a ' part-time Lecturer at ,a Gowernmem 



College and* can 'Examiner fco the University, and also owns * 
private Accountancy Classes. 

Dr. INCOxME AND EXPENDITURE ACCOUNT. Cr. 

To Office Expenses Rs. 2,735 By Audit Fees Rs. 5,700 

„ Class „ ... 837 „ Income from Legal 

„ Personal ... 6,205> Accountancy Jobs 3,806 

„ Income Tax ... 283 „ Gross Dividends... 315 

,; Subsci’iptions to „ Private Class c^Fees 2,700 

War Fund and • „ College Salary 

Concerts .. 500 - (less Tax) 4,650 

„ Life Insurance „ Plonorarium as Ex- 


Premium 

... 

750-, 

aminer ... 

1,750 

Subscriptions 

to 

/ ■ 

Bank. Interest ... 

124 

various Accoun- 

) J 

Profit on Sale of 


tant Societies 


855* 

Investment 

150, 

Subscriptions 

to 

,, 

Rent from Sub- 


Accountants' 

Be- 


tenant 

600 

nevolent Fund 


100^, 

, Present from Stu- 


Net Income 


9,300 

dents ... 

i.ooo' 


Rs. 

20,795 

Rs. 

20,795 


Dr. (A) INCOME AND EXPENDITURE ACCOUNT, Cr. 
ADJUSTED FOR INCOME J'AX. 

Rs. Dy Net Income (as Rs. 

To Gross Dividends ... 315 above) ... ... 9,300 

,, College Salary (less „ Personal Expenses 6,205 

Tax ... .. 4,650 '^' ^Jncome Tax ... 283 

,, Profit on Sale of „r Subscriptions to 

Investments ... 150 War Fund and# 

„ Preset from Stu- Concerts ... 500 

dents 1,000 „ Subscriptions to 

„ TAXABLE IN- Accountants’ Be- 

COME 11,023 nevolent Fund ... 100 

„ Life Insurance Pre- 
mium ... ... 750. 


Rs. 17,138 


Rs. 17,138 



' Or 

Dr. (B) INCOME A.ND EXPENDITURE ACCOUNT, Cr. 
ADJUSTED FOR INCOME TAX. 

Rs. Rs. 

To Office Expenses ... 2,735 By AudR Fees ... 5,700 

„ Class „ ... 837 „ Income from Le- 

„ Subscriptions to va- gal Accountancy 

rious Accountant- Jobs. ... 3,806 

Societies . 85 Private Class Fees 2,700 

„ TAXABLE IN- ,, Honorarium as 

COME 11,023 Examiner ... 1,750 

„ Bank Interest ... J24 

,, Rent from Sub- 
tenant ... ... 600 

Ks. 14,680 Rs. 14,680 


riiough Govind will pay the Income Tax on Rs. 1((,278, 
in order to fix the Rate of Tax thereon, his Income from 
other sources already taxed must also be , aggregated, as 
follows : — 

(a) Income Already Taxed 

1 . Dividends from Investments 

(taxed @ 1 anna) ...Rs. 315 

2. College Salary (taxed (ai 

6 pies) 4,800 5,115 


(b) Income not Taxed (as above):— 11,023 

f 

Total Income @ 9 pies R s. 16,138 

(c) Net Taxable Income:— Rs> 

Income as per (b) ... 11,023 * 

Less Insurance Pre- f \ Rs. 
mium paid 1 750 ^10,273 

As Goviud’s Total Income is less than Rs. 25,000. and 
moire than Rs* 10,000, his income froin all sources ought to 
have been taxed (g 9 pies in the rupee. His dividends have, 
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however, been taxed @ 12 pies in the rupee; he can, there- 
fore, claim a refund of 3 pies in the rupee on Rs. 315. But 
his salary has been taxed @ 6 pies in the rupee, and he 
will therefore have to pay a further tax of 8 pies in the 
rupee on R^. 4,800. He will of course have to pay the tax 
on Rs. 10,273, in the first instance, tog-ether with that on 
Rs. 4,800, and afterwards claim a refund of tax on Rs. 315. 
Tlie total net amount of tax payable by hjm is Rs. 551-10-0, 
as shown below : — 

Tax of 9 pies in the rupee on Rs. 10,273 481-8-9 j 

„ 3 ,, „ „ 4,800 75-0-0] 


556-8-9 

Less Refund of 3 pies in the rupee 

. on Rs. 315 ^ 4-14-9 

Net Tax Payable Ks. 551-10-0 


CHAPTER VII 

MISCELLANEOUS 

I. Income from other Sources. 

Income and profits of every kind and from every souro 
to which this Act applies (other than those included in the 
preceding five Chapters), except Agricultural Income, shall 
be tax%Se under this head, e. g. Interest on ]^|prtgage, 
Loan, etc.; Interest on Banking Accounts; Salary not taxed 
by Employers; Income accrued outside, and received in, 
British India ; f rofit on other transactions ; Directors' Fees 
etc. ; Joint Family Income; Grouirf Rent, etc. 

Such income or profits shall be computed after making 
allowance for any expenditure or loss (not of a Capital nature) 
incurred solely^ for the purpose of^ |^^ such income or 
earning such profits, provided*' that allowanoe shall be 
made on account of any Personal Expenses or Drawings of 
the Aipessee. 



2. Power to call for Inforntation. 

The Collector or Commissioner may, for the purposes of 
this Act, 

(1) require any person to furnish a Return, in the- 
prescribed Form G, containing, to the best of his 
knowledge, the name and address of every person 
employed in bis service, who is receiving in virtue 
of such employment any income, not chargeable 
under Chapter 11, of Rs. 900 per annum or up- 
wards in Bombay and Rs. 600 per annum or 
upwards elsewhere; 

(2) require any Firm or Hindu undivided family to 
furnish him with a Return of the partners of the 
firm or the adult male members of the family, as 
the case may be, and their addresses ; 

(3) require any person, whom he has reason to believe to 

be a Trustee, Guardiafi or - Agent, to furnish him 
with a Return of the names of the persons for, or 
of, whom he is trustee, guardian or agent, and of 
their addresses, 

3. Taxable Income. 

The aggregate amount of an Assessee's income from all 
sources chargeable under the above section 1 and chargeable 
under the preceding five Chapters, shall be the “ Taxable In- 
come” of such Assessee, subject to the following deductions: — 

(a) '"Any income which the assessee enjoys as a member 

of a Company, or of a Firm or of an undivided 
Hindu Family, where the Company, Firm or the 
Family is liable to the Tax. 

(b) Any sum paid by the assessee to effect an insurance 

on his own life or on that of his wife, not exceed- 
ing one-sixth of the income chargeable to Tax. A 
claim to such deduction or exempion must be 
made within one'jsai^ from the last day of the 
year to whifilh the ^aim relates, and must be 
supported Receipt (either original or 

duplicate) or ^ch other proof as the^ Collector naay 
deem sufficiem. 

In calculating the amount of Tax payable, the amount 
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due on a fraction of a rupee of the Taxable. Income shall be 
ignored. 

* Illustmtiqn , — Ascertain the Taxable Income of Dr. M. 
Nowroji, of 103, Cumballa Hill, fromThe particulars of his 
income giv&n in the illustration in Chapter V, section 4. 


STATEMENT FOR INCOME TAX ASSESSMENT 
1918-1919. 


(a) Income Already Taxed or not to be Taxed 

. r Tax dedue- 
Net Income 


Grom 


Source of Income. Rate. ted at the 


source. 


1. Salary as Secretary Rs. 350 

2. Bombay Bank 

Shares 16% 

3. Merchant Mfg. Co. 

Shares 6% 

4. War Loan 5% 

5. Government Loan 3J% 

6 Moslem Mill Deben- 
tures 6% 

7. Shares in Merwanji 

and Billimoria ... 2/3rd 

8. Shares in Joint 

. Family Income ... l/5th 

Rs. ! 


Rs. a. p. Rs. a. p. 
4,090-10-0 109-6-0 

Bs. 

4,200 

1,125-0-0 

nil. 

1,126 

562-.8-0 

1,000-0-0 

328-2-0 

37-8-0 

nil. 

2M4-0 

600 

1,000 

850 

225-0-0 

15--0-0 

240 

4,650-0-0 160-0-0 

4,800 

75-0-0 

6~0-0 

80 

.'2,056-4-0 338-12-0 

12,395 


(b) Income to be Taxed or Taxable Income 


1. Income from Medical practice ...Rs. 817 

2. Interest from 7|% Mortgage Loan ... 375 

3. Income from House Property ... 3,218 . 

4. Dividetids of Diamond Shares ... 56 

5. Income from Joint venture .o ... 900 

6. Director’s Fee ... ... ... 180* 

7. Ground Rent' ♦ 41 


6,587 


Total Income @ 9 pies 


Rs. 17,982 
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(c) Net Taxabfe Income 

Income as per (b) ... ... Rs. 5,587 

Less Life Insurance Premium ... 795 

Subscriptions to Provident Fund 450 1,245 


Rs. 4,842 


As the Ass^ssee's income from all sources is more than 
Rs. 10,000 but less than Rs. 25,000, he ought to pay the Tax 
@ 9 pies in the rupee on Ids income from rail sources. He 
has, however, paid the Tax on Rs 12,895 at various rates 
from 5 pies to 12 pies in the rupee. 'If he has paid the Tax 
on certain income at less than 9 pies, he will have to pay the 
balance now. If, on the. other hand, he has paid on some 
income at more than 9 pies, he can claim a refund of the 
excess tax paid. He will also have to pay the Tax on his 
Taxable Income of Rs. 4,842 at 9 pies in the rupee. 

The following statement will .show the further tax pay« 
able (in addition to what he lias already paid at the source), 
and the refund of tax claimable, by him : — 

STATEMENT SHOWING THE TAX PAYABLE 
AND RECOVERABLE 


Source. 

Income. 

Rate. 

Tax Tax re- 
payable. coverable. 

(a) Taxable Income 

As shown above.. 

R-s. 

4,342 

9 p. 

Pts. a. p. 

208t-8-6 

Rs. a. p. 
nil 

(b) Incofn« Already Taxed:— 

1. Salary as Secretary ... 4,200 

4 „ 

87-8-0 

nil 

2. Share in the Firm of 
Merwanji and Billimoria 

4,800 

3 

75-0-0 

nil 

3. Merchant'Mfg. Co. Shares 

600 

3 „ 

nil 

9-6-0 

4. Interest from Govt. Loan 

850 

3 

nil 

5-7-6 

5. Debenture Interest 

240 

3 „ 

nil 

3-12-0 

6. Joint Family Investments 

80 

3 „ 

nil * 

1 4-0 


Rs. 366-0-6 19-13-6 


The Assessee cannot claim to set off Rs. 19-13-6 against 
the Tax of Rs. 366-0-6 and pay the balance to the Income 
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Tax Authorities, but he will first have to pay the full Tftx 
of Rs. 366 ‘0-0 and afterwards uiake a claitu for the refund 
of 19-13-6, which lie will ^et in due cours(\ 

4. Rectification of Mistake 

The Collector may, at any time within one year from 
the date of any demand made upon tlie Ass<\ssee, rectify any 
mistake in connection tiierevvitli, which has 1) leii brought to 
his notice by sucli assessee, and make a refund to sucli asses- 
see in respect thereof. 

5. Insurance Companies. 

(a) Rules for Determining Taxable Income 

(i) Life Asmranee and Annuity BmineM. 

The Taxable Income of Insurance (Companies carrying 
on Life Assurance or Armnity Business shall be determined 
by t;iking the Annual Average of the Total Profits disclosed 
by tlu^ last prec idirig Actuarial Valimtion. | 

If the Tax deducted at the source from Interest on tit® 
Investments of these companies exceeds thi^ 'fax on Profits 
thus calculated, a refund may, as a concession, be permittei^ 
L)f the ivmount l)y which the deduction from interest on invest- 
inentiS exceeds the tax payable on Profits. 

ii) Fi/re, Marine, Accident, Guarantee, Burglary Etc , 
Businciis : — 

In datthuniniug tlie Taxable Income of Insin’ance Com- 
panies carrying on other classes of Insurance business, siieh 
as Fire, Marine, Personal Accident, Employer « Liability, 
Fidelity Guarantee, Burglary, Third Party etc.:, the Taxable 
Income simll be determined by Annual calculation of Profits, 
but the amounts actually credited by any sucli insui’ance 
company in the ordinary accounts of its business for the pre- 
vious year to any Fund established for tlie sole purpose of 
forming a Reserve to meet outstanding or unexpired liabili- 
:ies to Policy-holders (including therein list of exceptional 
.osses) shall be treated as Expenditure incurred solely for 
jhe purpose of earning the Profit of the business in tha^t year. 

(B} Any Kind of Business. * ' 

The amounts actually credited by an Insurance Com- 
li&y It^any kind in the ordinary ^accounts of its business for 
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the previous year to its Investment Reserve Fund, for the 
purpose of meetini^ Depreciation in the value of its Securities, 
shall be treated as Expenditure incurred: for the purpose of 
earoino' the Profits* of the business, in debe}‘mining the Taxa- 
ble Incoine of the Insurance Company in that year. 

(b) Actual Assessment. 

The above Rules relate merely to the determination of 
Taxable Income from different clas-.es of Insiirar^ce Business. 
The Actual Assessment, however, of an Insurance Company 
carrying on more than one class of business should be deter- 
mined as to its rate and amount by its aggregate Taxable 
Income from all classes of business, which it carries on. 

6. Liability of Persons other than Assessee. 

' (a) Guardians, Trustees and Agents. 

In tlie case of any Guardian, Trustee or Agent of any 
person being a minor, lunatic or idiot, or residing out of 
British India (called hereinafter “Beneficiaries”) being in 
‘receipt on behalf of such beneficiary of any income charge- 
able under tliis Act, the Tax shall be hwied upon and recover- 
able from such guardian, trustee or agent, as the case may 
be, in like manner and to the same amount as it would be 
leviable upon and recoverable from any such, beneficiary if of 
full age, sound mind or resident in British India, and in 
direct receipt of such Income, an<l all the provisions of this 
Act shall apply accordingly. 

If a guardian, trustee or agent disposes of the Assets 
and Bounds in his hands, without paying or providing for any 
Income Tax due, he renders Jiimself personally liable to pay 
, the Tax, since he will be deemed to have misapplied the 
^Assets and Bounds. 

(b) Courts of Wards etc. 

In the case of income chargeal)le under this Act, which 
is receivable by the (^ourt of Wards, the Administrator-Gene- 
ral, the Official Trustee, or by any receiver or manager 
appointed by or under any ord^r of a Court, the Tax shall 
be levied upon and recoverable from such party in the like 
manner and to the same amount as it woul d be leviable upon 
and recoverable from any person on whose behalf such iiy&bme 
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is received and all* tlie provisions of Act shall aj^ply 
accordingly. 

(c) Non-Residents. 

In the case of any person residing out of British India 
all profits 'or gains arising to such person, through any busi- 
ness conne/itions in British India, shall be deemed to be in- 
come accruing within British India, and sliall be chargeable 
to Income Tax in the name ol' the agent of any such person, 
and such ngent sliall be deemed to be, for all the purposes of 
this Act, the Assessee in respect of such Income Tax. 

(d) Liquidators and Trustees in Bankruptcy, 

The liability of such persons is similar to those of 
Guardians and Agents, as stated in the above paragraph (a). 
If, therefore, a Li([uidator or Trustee distributes the Assets 
in his hands vvitliout providing for Income Tax, he will have 
to pay the Tax out of his own pocket. 

7. Persons not Resident in British India. 

(a) Liability to Tax, 

The general liability of Non-iMsidents has been explain- 
ed above in jiaragrapli 6 (c). 

(b) Rules for Determining the Taxable Income. 

(1) Indian Branches of - a JSfoib- Resident Company or 

Firm. 

For the purpose of the accurate assessment of the 
Indian Branches of a non-resident company or firm, the 
Collector may require the production of the Balance Sheet 
and Profit and Loss Account of the company or firm as a 
whole in addition to tliat of tlie Indian Bi’anch, and also 
require the submission of a detailed Statement of all profits* 
credited to the personal account of the Head Office on account 
of transactions carried out on its behalf. 

Where the form adopted for the accounts and bakiiee 
'Sheets of the Head Office or of the Indian Branch does not 
enable the share of the profits properly due to the Indian 
Branch to be accurately guaged, or where the coinpapy or 
firm keeps no accounts at all either at its head office abroad 
or at its Indian branch office, a pt ^entage, having regard to 
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tlfe nature of tlie Imwiness done, of the tmiiover of 
ness done by tlie Indiaii Branch should be taken to represent 
the income of tlie Indian brand i for assessineiit purpOvses, 
and where this procedure proves unsuitable, any other more 
reliable method of calculation should be adopted 

The assei^sment of tlie Indian Branches of non-resident 
Insurance Companies (Life, Marine, Fire, Accident, Burglary, 
Fidelity, Guarantee etc.), in the absence oi* more reliable 
data, should be calculated on tlie projiortion of the Total Profits 
of the companies corresponding to the proportion which their 
Indian Premium Income beai’s to their total premium income. 

Indian Firms Allied to Non- Rerid ent Firms. 

Such P^irms, other than those constituted within His 
Majesty’s dominions or branches thereof, whidi are not 
technically brandies or agencies of such non-resident firms, 
should be assessed on tlie profits wliich may reasonably be 
deemed to have been derived from tlieir Indian business, and 
where an}^ difficidty is experienced in arriving at a basis for 
assessment, then on a percentage (fixed having regard to the 
nature of business done) of turnover or by any other suitable 
method. 

(S) lihdian Agents of a Non-Resideyat Firm,. 

* Indian agent of a non-resident firm of which he is 

not technically either a branch or a subsidiary firm is liable 
for the payment, on assessment of his principal, of the Tax 
on his principaPs Indian incoiiie or profits, not only where the 
principal has established a regular agency in India, but also 
where he conducts his business regularly through a particular 
agent or casually through various agents. The liability of 
assessment should, liowever, not be enforced except where 
something definitely of the nature pf an agency exists, and 
in the case of consignment business particularly no attempt 
should be made to tax the profits of the business merely 
because the non-resident consignor habitually uses a particular 
resident fiis his agent. 

(4) A Non-Resident Firm Consigning goods, from time 
to time, to its Casual Agent. . 

Such Firm is net liable and no attempt should be made 
to tax the profits of tlie non-resident through the agent on 
this class of business. > 
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Illustrations . — In all the above first three cases, 'it 
should be a question of fact whether the connection between 
the non-resident and the resident is such that an Agency can 
be held to exist, e. g., 

(1) Brawn, Distiller in Glasgow, has agreed to sell to 
no one in India except Atmarain, his Agent in Bombay, 
provided that Atraaram g?ves Brown all or an agreed propor- 
tion of his trade. Atmaram purchases from Brown and sells 
to the trade at his own rates and all bad debts are borne 
by Atmaram. No attempt should be made to tax Brown 
on his profits. His position, in spite of his supplementary 
agreement with Atmaram is merely that of a seller to an 
Indian consignee who takes the risk and profits of the trade 
in India. 

(2) Adamji, an Indian Resident and a large supplier of 
Mills Stores, has a monopoly for the sale in India of the 
Belting of a non-resident Baxter. Adamji is paid a commis- 
sion by Baxter on all orders he sends either for his own 
stock or risk or in execution of order obtained. He does 
not confine his purchase of belting to Baxter. He stands ; 
all loss from bad debts and fixes the price to be asked for 
tlie goods. Here again the position of Baxter is mer% that 
of a Seller to an Indian Consignee, and no attempt should be' 
made to tax Baxter’s profits. 

(3) Adagra is the Indian Agent for hardware and 
sundries of Baldwin, a British Manufacturer. Adagra 
receives salary and commission from Baldwin, and bad debts 
fall on Baldwin. Here is a regular Agency and Baldwin’s 
Indian Profits should be taxed through Adagra. 

(4) Atlas is the Indian Agent for Bhalchandra & Co., 
a Firm in Baroda State, which consigns goods for sale in 
Bombay or China through Atlas. The business is purely a * 
consignment business and Bhalchandra & Co’s. Profits on 
his Indian trade should not be taxed. 

In all these cases, A’s remuneration or profits as 4ge*^ts 
. will be liable to the Tax. 

8- Religious, Charitable like Institu^ons. 

Where Investments are held by concerns like Church, 
Jtlospftal, Library, Gymkhana, Museum, Accountant-Society 
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and similar institutions, whose only object is to promote/ the 
cause of Religion, Charity, Education, Health, SciencQ^fetc., 
and wherein the income from investments is received less 
Tax, a RefundxjfiJbie full amount of the Tax so deductej}„ 
can bo claimed, if the Collector he satisfied that the income 
under question has been applied solely towards the promotion 
of the said or similar causes, * 

9. Composition of Assessment. 

If a Firm or Person applies to the Collector for a compo- 
sition of Income Tax, the Collector may enter into agree- 
ment for such composition provided that : — 

(a) The agreements relate only to th(' Income on 

which the Tax will be assessed, and not to the 
amount of Tax payable, 

(b) No agreements are made with Companies or cover 
Income chargeable under the liead “kSalaries etc 
and “Interest on Securities", 

(c) No agreements cover a period of more than 8 
years, and 

(d) The total number of agreements in force at any . 
one time is under no cu’cumstances in excess of 
2 per cent, of the total number of Taxpayers ' 
assessed, excluding companies and persons assessed 
on account of incomes chargeable under the heads 
“ Salaries etc."' and “ Interest on Securities", in 
the last financial year. 

The a^^reement shall provide for the payment, in each 
year of the period comprised in the agreement, of amount of 
Composition ; and that amount shall he recoverable in the 
same manner as any other assessment stated in tlie foregoing 
pages. Such agreements also stipulate that, in case the cotn- 
pounding party becomes insolvent or dies before the expira- 
tion of the fixed [)eriod, the agreement is to continue at the 
option of the Collector, up to the 31st March following the 
day of death or insolvency. Of course, the Tax is pay«^ble 
out of the estate of the deceased or the insolvent. Such 
agreements prevent a great deal of unpleasantness, and save^^ 
considerable waste of time and trouble in fixing assessment!® 
every year. 



56 


10. Refund of Income Tax. 

If a Shareholder in a Company, who has received any 
dividend from the Company, or a Partner in a Firm where- 
on Income Tax has been levied at the Maximum Rate, in 
a case where 5uch Firm is constituted under a registered 
instrument of partnership, who has received a share of the 
profits of sucli firm, oi* the owner of a Security, from the 
interest of which Income Tax has been deducted at the 
source, satishes tlie Collector that his total iTicome in the 
previous year was less than any one, as the case may be, of 
the amounts specified in tlie Graduated Scale of Rates for 
the Refund of Income Tax ( Chapter VII, section 14), he shall 
be entitled to a refund of a sum calculated on such dividend, 
share of ]:)rofits or interest, at the rates specified in the said 
scale against each such amount, i. e., tlie difference between 
the tax at the maximum rate and the tax at the rate at 
which he ought to have been assessed. 

(a) On Government Securities. 

The person claiming a. refund shall present to the 
Collector 

(1) An application in tlie Form J, declaring truly 
therein liis total income from all sources, except 
agricultural income, in the previous year with 
tlie declaration below the form duly signed before 
the Collector or attested by a J ustioe of tlie PeaC^ 
or a Magistrate; 

(2) A return in the Form D, declaring truly therein 
;hi8 income from all sources (including Securities 
of the Government of India issued or declared 

' FVee of Income Tax, but excluding agriculture) 
in the previous year with the declaration below 
the form duly signed ; and 

(3) A statemen’^ in the Form K, showing the details 
of tlie Securities of the Government of India other 
than securities issued or declared Free of Income 
Tax, held by him. • 

On receipt of the application, the return and the state- 
Baent, the Collector may, after making such enquiries as he 
nay deeya necessary as to the total income of the applicant, 
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issue a Certificate of Refund in the Form L, if he is satis- 
fied that the applicant is liable to tax at less tliari one anna 
in the rupee. 

(h) On Debentures and Other Securities of Local 
Authorities, 

The owner of the security claiming a refund shall pre- 
sent to the Collector an application in the Form J, a return 
in the Form 1), and a statement in the Form K, and the 
Collector may issue a Certificate of Ref und in the Form L, 
if he is satisfied that the applicant ought to have been taxed 
at less than one anna in the rupee. 

(c) On Dividends paid out of the Profits of Companies. 

The person claiming a refund on such dividend shall 
present to the Collector an application in the Form J, and a 
return in the Form D, and shall forward the counterpart of 
the Dividend .Warrant or otlier proof showing the number of 
shares he holds in the Company and the total amount of 
dividends payable or paid to him. The Collector may after 
making such encpiirios as to the total inwme of the appli- 
cant issue a Certificate of Refund in the Form N, if he is 
satisfied that the applicant is liable to tax at less than one 
anna in the rupee. 

No refund shall bo admissible on dividends not paid out 
of t^ Taxable Profits of the Company. 

A refund shall not be paid except at a place where the 
Tax, in respect of which the refund is claimed, has been 
received. No claim to any refund shall be allowed, unless it 
is made within one year from, the last day of the year to 
which the claim relates, 

II. Summary of Claims for Refund of Income Tax. 

Claims for refund of Income Tax may be made under 
the following circumstances, if the claimant satisfies the 
Collector that his claim is in order and it is made in the 
manner prescribed above : — 

(1) If his income from all sources is less than Rs. 2,000, 
and the whole or part of such income has been re- ^ 
oeived less tax, he can claim the full amount of 
such tax. ■ -u 
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(2) Where a person, either throu<;li ignorance of lifs 
rights or owing to the fact that his income is re- 
ceived less tax has not obtained an allowance in 
respect of his Life Insurance Pi’emium, he may 
malve a claim for the repayment of tax thereon, 

(3) Where a person, having cre^lited liis Imsiness Profit 
and Loss Account with taxed income on invest- 
ments, omits to charge the same to his Profit and 
Loss Account adjusted for Income Tax purposes, 
he can make a claim for the refund of tax. 

(4) Where a person is engaged in more than one con- 
cern and where he pays tlie tax on the profits 
of one or more of sucli concerns without setting 
off the los.s of one or more concerns against the 
taxed profits, he can claim a refund of tax on an 
amount e(|ual to such loss or losses. 

(5) As the tax is paid in advance on the income of the 
previous year, if upon the discontinuing of the 
business, the annual profits fall short of last year, 
repayment can be claimed on the difference. 
Similarly, upon the discontinuance of the business, 
if the annual protits be less than Rs 2,000 or if 
any actual loss takes place, a repayment can be 
claimed of the full amount of tax paid on the pi^o- 
fit of the last year. 

(6) Where an Institution, the income whereof is 
ap|:|ied solely for Religious or Charitable purposes, 
receives income fropi its Investments taxed at the 
source, the full amount of the tax so deducted 
may ba claimed back. 

Illustrations . — 

(1) FOR EKEM PTION FROM INCOME TAX. 

John James is desirous of knowing exactly the amount ^ 
on which he is legally liable to pay Income Tax, and, there- 
fore, submits the following particulars of his income from 
all sources. ^ 

Pe owns a Grocer’s Shop the annual taxable profit 
/hereof is Rs. 352-2-0. He is the proprietor of a Cottage, 
/the. Annual Letting Value whereof is Rs, 450 and the A i mi- 
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ssible Allowances relating thereto are in all Rs. 189. He is 
also serving as a Typist in a Firm where he gets Rs. 30 per 
month (without deducting Income Tax), and teaching a 
student privately at home for a monthly fee of Rs. 10. He 
has insured his life with two companies and pays a total 
annual premium of Rs. 195. 

Prepare a statement showing his Taxable Income for the 
Assessment 1919-20. 


STATEMENT FOR EXEMPTION FROM INCOME TAX. 


1. Profits from Grocer's shop 

2. Net Income from House Property 
8. Salary as a Typist 

4. Student’s Coaching Fee 


... Rs. 352 2 0 
261 0 0 
360 0 0 
120 0 0 


TOTAL GROSS INCOME 1,093 2 0 

Lem — Life Insurance Premium (up to 
one-sixth of Rs. 1 ,093) 182 3 0 


TAXABLE INCOME ... Rs. 910 15 0 


As his income from all sources is less than Rs. 2,000 
he is exempted from paying the Income Tax. 

Note; — Though he has paid Rs. 195 for Life Insur- 
ance Premium, only Rs. 182-3-0 (viz., one-sixth of the Total 
Income of Rs. 1,093) would be allowed to be deducted for 
Income Tax purposes. 

(2) FOR RELIEJ FROM INCOME TAX. 

P. F. Rose is the proprietoi* of a Millinery Business, the 
Taxable Income whereof is Rs. 3,750. He has also got a 
Hosiery Concern, which has made a Net Loss of Rs. 1,000. 
He is Music Teacher at theMaJoni School of Music, whereby 
he derives a monthly gross salary of Rs. 200 (received lesj tax 
at 5 pies in the rupee). ^ 

He is the holder of 5J% War Bonds of Rs. 5,000 (Free of 
Tax) and 3|% Government Promissory Notes of Rs. 10,000. 
He owns a Bungalow at Cumballa Hill, the Annual Leitin^^ 
Value whereof is Rs. 9,000 and the Admissible Allowance^' 
wherefrom are Rs. 3,875. He is a Director in the Thread- 
c needle Embroidery Co., Ltd., the annual fees wbeftfedf ^re 
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Rs. 300 (viz. !Rs. 25 per monthly meeting' attended), ilis* 
interest from the Central Bank Current Account is Ka. 289, 
and from the Bombay Bank Deposit Account Kb. 1,500 
(less Tax). He pays an annual premium for his Life Insur- 
ance of Ks. 600. Ascertain the Tax payable and the Relief 
claimable by» him. 


STATEMENT FOR RELIEF FROM INCOME TAX. 
(a) Income Already Taxed or not to be Taxed 




Net In- 

Tax de- 

Gross 

Income. 


Source. 

Rate. come 

received. 

ducted ai 
the source 

1. 

War Bonds 

5|% 275—0-0 

Nil 

275 

2. 

Government Pro- 



3. 

missory Notes ... 
Bombay Bank De- 

328—2-0 

21-14-0 

350 


posit 

4% 1,500-0-0 

o 

o 

1 

o 

o 

1,600 

4. 

Salary as Teacher 




Rs. 200p. im ... 

2,337-8-0 

o 

QO 

1 

2,400 -v 



Rs. 4,440-10-0 

184—6-0 

4,625 


(b) Income to be Taxed or Taxable 

Income 

1. Profit of Millinery Business 3,750-0-0 

2. Income from House Property 5,125—0-0 

3. Directors' Fees 300 — 0-0 

4. Interest on Central Bank 

Account ... ... ... 289 — 0-0 . 

9,464-0-0 

iesfi Loss in Hosiery Business 1,000-0-0 8,464 

TOTAL INCOME Rs. 13,089 ' 

(c) Net Taxable Income 

Income as above ... 8,464' 

Lem Insurance Premium 600 


Rs. 7.864 
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' Rose ought to have been taxed on the whole of his 
Income @ 9 pies in the rupee, inasmuch as his income from 
all sources is more than Rs. 10,000 but less than Rs. 25,000. 
He will, therefore, have to pay the Tax on Rs. 7,864 at 9 
pies, and on a salary of Rs 2,400 at 4 pies, because the 
rate of Tax deducted from his salary at the source was only 
5 pies in the rupee. 

After paying tlie tax, he will claim a refund of tax on 
the Interest on Government Pro. Notes of Rs. ,350 and on 
the Interest from Bank Deposit Account of Rs. 1,600, @ 8 
pies in the rupee, inasmuch as the Tax was deducted at the 
source from these two items of interest at 1 anna in the 
rupee. The Tax payable and recoverable by him will be 
arrived at as shown below : — 

STATEMENT SHOWING THE TAX PAYABLE 
AND RECOVERABLE. 


Source. Income. Rate. 

payable, coverable 

' (a) Taxable Income, 


as above ... Rs. 7,864 

9 pies 

368-^10-0 

nil. 

(b) Income Already 




Taxed 




1. Teacher’s Salary... 2,400 

4 

50-0-0 

nil. 

2. Govt. Pro. Notes... 350 

3 

nil. 

5-7-6 

3, Bank Deposit 1,600 

3 „ 

nil. 

25-0-0 


Rs. 

418-10-0 30-7-6 


Thus, Rose will first pay the Tax of Rs. 418-10-0 and 
then make a claim for Refund of Rs. 30-7-6, and he could 
not set off the Refund against the Tax. 

12. Accounts Prepared by Professional Accountants. 

The Income Tax Authorities usually accept the Accounts 
prepared, and submitted to them, by duly Quali6ed Accoun- 
tants on behalf of Taxpayers. The responsibility of sucl 
Accountfl^nts is of a twofold nature, viz., firstly to,^arda 
their Clients (the Taxpayers) and secondly towards the 
Government (Revenue Department). They must act in such 
a way. that neither do their Clients pay too much by way 
of Inc aiie or Super Tax, nor does the Government receive 
top littl^^ In short, they fe^hould^a^ qui^ i m par tiallyy 



In simple cases, it may be unnecessary for the Accoun^i 
tant to see the Collector in person. If there be, however, 
any special^gr-technical points involved, it is^ advisable^ for 
the formerlo meet the CollegtoFinEXfiQm 
view) disci^ss the " questions freely with him. TJrm im 
amicable settlement may often be arrived at without delay, 
which will avoid much trouble in the fotUTe; both to tlfe 
Collector as well as to the Assessee. 

Adoption by Professional Accountants of a courteous 
attitude towards the Income Tax Officials would do much 
to maintain and increase that respect with which the 
work of such Accountants generally is now regarded by the 
said Officials. Very often the latter, when consulted on 
legal points arising in difficult cases, would be prepared to 
give an honest opinion based on principles, irrespective * 0 ! 
result. 

13. Graduated Scale for Rates of Income Tax. 

Amount. Rate. 

]. When the Taxable Income is less than Rs. 2,000 Nil. 

2. ,, „ „ „ „ Rs. 2,000 or up- 6 pies 

wards, but less in the 
than Rs. 5,000 ... rupee. 

3. ,, ,, „ „ ,, Rs. 5,000 or up- 

wards, but less 
than Rs. 10,000... 6 do. 

4. ,, ,, „ „ „ Rs. 10,000 or up- 

wards, but less 
than Rs! 25,000... 9 do. 

6. „ „ „ „ „ Rs. 25,000 or up- 
wards 12 do. 

14. Graduated Scale of Rates for Refund of income 
Tax. 

Amount. Bate. 

1. liess than Rs. 2,000 I 2 pies in 

the rupee. 

2. Rs. 2,000 or upwards, but less thah Rs. 5,000 7 do. 

3. 6,000 ,, n „ „ 10,000 6 do. 

4 ,,.10,000 „ „ . „ 25,000 3 do. 
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CHAPTER VIII 

SUPER TAX 

1. Origin of the Tax. 

Super Tax was introduced in India on 1st? April 1917, 
more or less on the lines of the English Act which came into 
force in England in the year 1910. The method of compu- 
ting Income for Super Tax, as prescribed by the Indian 
Act, is different from that prescribed by the English Act. 
Besides, in England tlie Tax is purely an IndividuaFs Tax, 
while in India it is levied upon Individuals, Firms and 
(Companies. 

2. Application of the Act. 

The Super Tax Act of 1917 extends to the whole of 
British India, and applies also, within the dominions of 
Princes and States in India in alliance with His Majesty, to 
British subjects in those dominions, who are in the service 
of the Government or of a Local Authority established in 
the exercise of the powers conferred on the Governor- 
General in Council in that behalf. 

3- Taxable Income. 

The Tax is payable in advance^ for the year beginning 
1st. April in each year, on Total Income from all sources 
in excess of Rs. 60,000, accruing in the “previous” (see 
pa.ge 26 ) year, in addition tu the Income Tax on the 'whole 
of snch Total Income under the Income Tax Act, at a rate 
varying with the Profits, as shown in the Graduated Scale 
of Rates in section 10 hereafter, except the following 

(1) Any rent or revenue derived from land, which is 
used for Agricultural purposes, and is either assesseij to 
land-revenue or is subject to a local rate assessed and collec- 
ted by Officials of the Government as such. 

(2) Any income derived from— . 

(a| Agriculture, or 

(b) The performance ^y a cultivator or receiver of 
rent in kind to render the produce raised 
received by him fit to be taken to market, 
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^c) The sale by a cultivator or receiver of rent In 
kind of the produce raised or received by him, 
when he does not keep a shop or stall for the 
siile of such produce. 

(3) Any building owned and occupied by the receiver 
of the rent or revenue of any such land as is I’eferred to in 
clause (1) or by the cultivator or receiver of rent in kind of 
any land with respect to which or the produce whereof any 
operation mentioned in clause (2) is carried on. 

Provided that the building is on or in the immediate 
vicinity of the land, and is a building which the receiver of 
the rent or revenue or the cultivator or the receiver of tdie 
rent in kind by reason of his connection with the land, 
requires as a dwelling house, or as a store house, factory o? 
other out-building. 

(4) Any income derived from property solely employed 
for religious or public charitable purposes. 

(5) Subject to any conditions and restrictions which 
may be prescribed, in this behalf, such portion, not exceed- 
ing one-sixth of the iiicoim' in respect whereof a person 
would, but for this exception, be chaigeable under this Act, 
as is deducted from the salary of the person under the 
authority or with the permission of the Government lor the 
purpose of securing a deferia^d annuity to him, or a proviai^ 
on to his wife or children after his death, or is paid by the 
person to an Insurance Company in respect of an insurance 
or deferred annuity on his own life or on the life of his 
wife. 

(6) In the case of a Hindu undivided Family, so much 
of the joint income of such Family as has been actinlly 
expended or paid for the maintenance or other expenses of < 
any member of such family or paid or finally allotM to 
any such member. 

(7) In the case of a Firm, so much of the income of tW 

firm m has been paid or finally allotted to any of th^ 
members of the firm. ^ 

I /fi) In the case of a Company, so much of the income 
of tweompauy as has been paid or declared for payment by 
*way ill'^iv^dends or otherwise to any of its membws. 



. Note: — Nothing in clauses 6, 7 or 8, shall be deemed 
to exempt from Super Tax any income therein referred to 
when received by any member of such Family, Firm or 
. Company. * 

(9) One-tenth of the Total Income, liable' to Income 
Tax as above, of a Hmdu im(h^ f’b'ui or 

Company, by w^y of Reserve. „ , ^ ^ 

“It has also been heldliy Directors of some Joint Stock 
Companies that Super Tax weakens the financial position of 
such companies, inasmuch as these Companies, in order to 
evade the payment of the Tax, distribute the whole of the 
Prpfits earned amongst the Shareholders, and do not trans- ' 
fer any amount thereof to Reserve and other Funds to 
strengthen the financial position or resources of the business 
in general. Besides, the Tax has also led to wild specula- 
tion in the Share Market on the expectation of largeji' 
dividends declared by such companies. 

If the Tax ceased to be imposed on Joint Stock 
Companies and Firms, and was made a permanent 
Tax to be imposed only upon Individuals, as is the cise 
ip England, it would not affect the financial position of 
^ C otnp anies, nor would it lead to jipeculatidu 
fiScnanger as "stated above. Besides, by so doing, the Reve- 
nue would libt'a^^ suffer, inasmuch as the Shareholders- 
and Partners would have to account for any profits received 
at any time from sucli Companies and Firms, while filling 
up their individual Returns (Form A) for Super Tax 
A^eessement, as explained in paragraph (e) in section 11. 

4. Annual Returns by Assessee. 

In.tbe case of a person or Company, whose total income, 
<in the Collector’s opinion, is chargeable to Super Tax, the 
Collector may send a Notice (in Form A) requiring such 
person or company to send in, within 30 days from the date 
of the Notice, a Return in the prescribed B’orm A, showing 
particulars of income from all sources accrued in the previ- 
ous year. (See section 11 (d) hereafter). 

Where a return is furnii^ed in accordance with fjie 
terms of the above notice, tlie assessment to be maij^ by 
tM Colleotor shaU be made after co)»sidering such i#urn. . 
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If no such reiturn ia furnished, s ich aasesamenfc shall be iiiadd 
affcer such enquiries, as tlie Collector thinks fit, have been 
carried out. 

5. Liability of Persons other than Assessee. 

As regards the liability of Li(|uidatora, Trustees, Recei- 
vers, Agents, Guardians, Courts of Wlir.18 and Non-residents, 
to pay the Tax, Rules under Sections 4 and 5. of Chapter 
VII shall apply. 

6 Notice to Persons chargeable with Super Tax. 

(a) To pay in Lump Sum, 

In the case of a person or company who, in the Collec- 
tor’s opinion, is chargeable with Super Tax, the Collector 
shall issue a Notice, in the prescribed Form B, to be served 
on him or it, stating the following particulars ; 

(1) His or its name and the source or sources of the 
income in respect of which he or it is chargeable ; 

(2) The year or portion of the year for which the Tax 

is to be paid ; 

(3) The place or places, district or districts, where the 

income accrues ; 

(4) The amount to be paid : and 

(5) The places where, and the persons to whom, the 
amount is to be paid ; 

and requiring him or it to pay within 60 days from the date 
specified in the notice the amount stated therein as payable 
by him or it, or to apply to the Collector within 30 days 
from that date to have the Assessment reduced or cancelled, 

(h) To pay by Instalments, 

If, upon application by the assessee, the Collector at his 
discretion allows the payment of Super Tax by instalments, 
the Notice shall be in the prescribed Form JB-l, and shall 
specify the date on which each instalment falls due and shall 
require him to pay such instalment within th’e prescri-^ 
bed period from that date, or to apply as aforesaid £0 the 
Collector, within 30 days of the date on which the first 
instalment falls due. - - 

The said instalments shall not exceed three in number, 
with such intervals between the payments as will permit the 
last instalment being paid not later than the 15th. of 
Janu^y in the financial year to which the assessment relates. 
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*2. time and Place of Payment. 

Every amount specified as payable in a Notice, served 
under the foregoing section, shall be paid within the time, 
at the place and to the person, mentioned in the notice. 

8. Petition against- Assessment 

Any person objecting to the amount at which he is 
assessed, or denying his liability to be assessed, may apply, 
within 30 days of the Notice (Form B), by petition (in 
Form C) to the Collector to have the assessment reduced or 
cancelled. The Collector shall, after hearing the petitioner 
and the necessary witnesses, pass such order as he thinks fit. 

An Appeal against the decision of the Collector may be 
made, by an aggrieved assessee, to the Commissioner, whose 
decision shall be final. 
g. Refund of Super Tax. 

All applications for the Refund of Super Tax, due on 
account of modification or revision of an assessment on ob- 
jection or appeal, shall be dealt with by the Collector in 
accordance with the procedure prescribed under the Income 
Tax Act, in respect of application for a refund of the Tax 
chargeable under that Act, so far as the procedure may be 
applicable. 

10 . Graduated Scale for Rates of Super Tax. 

In respect of — Hate, 

1. the first Rs. 5^,000 of Taxable Income, 1 anna in the rupee. 

2. „ next ,, „ „ „ „ „ 

5» »J 53 » 3 3 3 55 2 ,, ,, ,, 

4 „ „ „ „ „ „ 

5. of all Taxable Income over Rs. 2,00,000; 3 ,, „ „ 

11. Preparation of Returns and Accounts for Super Tax. 

(a) Ascertaining “ Taxable Income '* 

The question whether a person, firm or company, is 
liable to Super Tax or not will depend upon the total Gross 
Income from all sources, accruing in the previous year, sub- 
ject to certain deductions stated in section 3. . If 
such total income exceeds Rs. 50,000, the assessee will be 
required to pay the Tax on tlje excess over Rs. 50,000, called^ 
the Taxable Income” for Super Tax purposes, otherwise 
not. 
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The method of computing total income from all sources 
is almost tlie same as that adopted for estimating total income 
from all sources for the purpose of exemption or relief from 
Income Tax. 

The said deductions and adjustments must be carefully 
made, because, in certain cases, they may have the effect of 
bringing the assessees income to Rs. 50,000 or less, and thus 
exempting him altogether from the payment of Super Tax, 
The procedure for ascertaining Taxable Income is as 
follows : — ’ 

1. Aggregate the Total Gross Income from all 
sources, excluding Income mentioned in section 8 
(1, 2, 3 & 4). 

2. Deduct the income and expenditure stated in 
section 3 (5 to 9). 

3. The balance of income will show whether the Tax 
is payable by the Assessee or not. 

4. Deduct the Statutory Allowance of Rs 50,000. 

5. The balance of income represents the “ Taxable 
Income upon which Super Tax is payable, at a 
rate varying with the Taxable Income, as shown 
in section 10. 

(6) Joint Stock Companies. 

Illustration : — The Swadeshi Manufacturing Co,, Ltd., 
has prepared the following Profit & Loss Account, for the 
'year ending Slst December 1918 Find out the Taxable 
Income of the Company, and ascertain the amount of Super 
Tax to which the company is liable for the 1919-20 Assess- 
ment. It is assumed that the Collector will allow, by way 
of Depreciation, only 5% on Machinery and 2| % on 
Buildings. 

Dr. PROFIT AND LOSS ACCOUNT. Or. 

To Materials con- Rs. By Sales (less Re- Rs. 

sumed ... 1,02,75,873 turns) ...1,75,06,731 

^ „ Stores consu- „ Dividends 

mod ... 5,27,289 * (Free of Tax) 15,750 


Cfd. Rs, 1,08,03,162 


Cfd. Ra. 1,75,22,481 
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Bfd. Rs. 1,08,03,162 
Manufactur- 


ing Wages 
„ Factory Esta- 

8,30,271 

blishment . . . 

„ OflBce Estab- 

6,50,758 

lishment . . . 

9,37,367 

„ Income Tax... 

„ Loss on Sale of 

1,12,000 

Investments 
„ Bad Debts & 
Discounts 

15,850 

(written off) 

,, Interest on De- 
bentures 

3,582 

(less Tax) ... 

„ Reserves for 
Bad Debts & 

15,000 

Discounts ... 

„ Depreciation of 
Machinery 

5,000 

-7 

„ Depreciation of 

80,000 

Building8(5%) 
„ Net Profits 

72,000 

carried down 

40,01,520 

Rs. 1,75,26,610 

To Dividends on 


Ord. Shares 
„ Dividends on 

25,00,000 

Pref. Shares 
„ Amount trans- 
ferred to Re - 

10,00,000 

serve Fund 
„ Balance carri- 

2,50,000 

ed forward 

3,26,520 


Bfd. Rs. 1,75,22,481 
„ Rent from 

subletting... 2,400 

„ Discounts and 

Allowances' 1,539 ' 

Fees 90 


Rs. 1,75,26,510 

By Net Profits 

brought down 40,01,520 
„ Last year's 

Profits ... 75,000 


Rs. 40,76,520 


Rs. 4O,lr6,520 
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Dr. PROFIT & LOSS ACCOUNT, ADJUSTED Cr. 
FOR SUPER TAX. 


To Balance, being 
Profits liable 
to Iifcome 
Tax, carried 
down 42,15,370 


Rs. 42,15,370 


To Dividends on 

Ord. Shares 25,00,000, 
,, Dividends on 

Pref. Shares 10,00,000 
„ Interest on De- 
bentures ... 15,000 

,, One tenth of 
profits lia- 
ble to In- 
come Tax ... 4,21,537 
„ Balance, being 
Profits show- 
ing wbetber 
Tax is pay- 
able or not, 
t^ried down 


By Net Profits, 
as above ... 

„ Income Tax 

40,01,620 

1,12,000 

„ Loss on Sale of 

Investments 
„ Interest on 

15,860 

Debentures 
„ Reserves for 

15,000 

Bad Debts & 
Discounts 

6,000 

„ Excess Depre- 

ciation of 


M a c h i n ery 

.. - 
„ Excess Depre- 

30.000 

ciation of 


Buildings 

mVo) - 

36,000 


Rb. 42,15,370 


By Balance b/d. 42,15,370 


2,78,833 
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To Statutory Al- By Balance b/d. 2,78,833 

lowance ... 50,000 ' 

„ Balance, being 

Profits tax- 

able to Super 
Tax (Taxable 
Income) ... 2,28,833 

Rs. 2,78,833 Es 2,78,833 


The amount of Super Tax payable by the Company, 
on its Taxable Income of Rs. 2,28,833, will be Rs. 2^,281-3-0, 
which has been arrived at as shown below : — 

On the first Rs. 50,000, @ 1 anna in the Re. 3,125-0-0 


„ next „ 


„ 4,687-8-0 

}> 5 } 5 » 

2 

„ 6,250-0-0 

it }} )i 

n 

„ 7,812-8-0 

. „ last Rs. 28,833, 

3 

„ 5,406-3-0 

Rs. 2,28,833 


Rs. 27,281-3-0 

(c) Fartmrships or Firms, 



Ulueitraiion, — Pastakia, Popatlal and Panday, having 
a Capital of Rs. 1,50,000 in equal shares, are in partnership 
as Mills Stores Suppliers, sharing profits and losses in the 
proportions of 5:3:2, respectively. From the following 
Profit and Loss Account of the Firm, for the year ending 
31st. March 1918, ascertain the Profits taxable to Super 
Tax and the shares of the Tax borne by each partner. 

Dr. PROFIT AND LOSS ACCOUNT. Cr. 


To, Office Estab- 

Rs. 

By Gross Profits, 

Rs. 

lishment 

45,938 

as per Trad- 


,, Donation to Sir 


ing A/c. ... 

2,46,850 

J J. Hospital 
„ Bad Debts and . 

25,000 

\ „ Profit made 
on the Race- 

Discounts 

5,892' 

course 

14,37& 

(written oflf) 


Cfd. Ra 76,830 

Cfd. Rs. 

Pl.225 



Bfd. Rs 

71 

. 76,830 

BfA Rs. 2,61,22^ 

„ Income Tax... 

2,000. 

„ Rent from 

„ Rent (less Re- 

\ 

Subletting 1,800 

pairs) 

6,592 

„ Discounts and 

„ Interest oy Ga- 


Allowances ■ 392v 

pitals (equal 


„ Profit from 

shares) 

„ Partners’ Sa- 

7,500 \ 

the Sale of 


Investments 15,595' 

laries : — 

Pastakia 4,800 

Popatlal 3,000 

Panday 2,400 

10,200 \ 


„ Speculation 

Loss 

15,000 \ 


„ Net Profits car- 

ried down ... 

1,60,890 


Es. 

2,79,012 

Rs. 2,79,012 

To General Re 

Rs. 

Rs. 

serve Account 

44,000 

By Net Profits b/d. 1,60,890 

„ Speculation Re- 

serve Account 

25,000 


„ Partners’ Dra- 

wings Ac- 



counts 

Pastakia (five- 

tenth) 

45,945 


Popatlal 

(three -tenth) 

27,567 


Panday (two- 

tenth) 

18,378 


Rs. 

1,60,890 

Rb. 1,60,89( 
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Dr. PROFIT AND LOSS ACCOUNT, Cr, 

adjusted for super tax. 


To Profits on the 

Rs. By Net Profits (as 

Rs. 

Race-course 

14,375\ above) 

1,60,890 

„ Profit from the 

„ Donation to the 


Sale of Invest- 

the Hospital 

25,000 , 
2,000-: 

ments 

15,595 Income Tax ... 

„ Balance, being 

„ Interest-' on 


Profits Tax- 

^^.Capitals 

7,500 

able to Income 

Partners’ Sala- 


Tax, carried 

ries 

10.200 , 

down 

1,90,620 „ Speculation 

\ 


Loss 

15,000 

Rs. 

2,20,590 Rs. 

2,20,590 

To Drawings by 

By Balance b/d. ... 

1,90.620 

the Partners... 

91,890 ^ 


„ One-tenth of the 

\ 


Profits liable to 
Income Tax . . . 

19,062 . 



„ Balance, being 


Profits show- 
ing whether 
the Tax is pay- 


able or not, c/d. 

79,668 


Rs. 

1,90,620 Rs. 

1,90,620 

To Statutory Allo- 

By Balance b/d. 

79,668 

wance 

50,000 ^ 


„ Balance, being 



Firm’s Profit 




taxable to Su- 
per Tax (Tax- 
able Income) 29,668 

Rs. 79,668 Ra 79,668 ' 
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FIRM’S TAXABLE INCOME 
Less Interest on Capitals 
Partners’ Salaries 


Rs. 29,668* 

7,500 

10,200 17,700 


FIRM’S DIVISIBLE INCOME Rs. 11,968 

B ^ III.. I. 

STATEMENT SHOWING ALLOCATION OF 
TAXABLE INCOME. 

Pastakia. Popatlal. Panday. Total. 
Divisible Income Rs, 5,984 3,590-6-5 2,393"9-’7 11,968 
Interest on Capital 2,500 2,500-0-0 2,500-0-0 7,500 

Partners’ Salaries 4,800 3,000-0-0 2,400-0-0 10,200 


Taxable Income Rs. 18,284 9,090-6-5 7,293-9-7 . 29; 


The Current Accounts of the partners would be debited 
with Rs. 830-4-0, Rs. 568-2-5 and Rs. 455-13-7 respect- 
ively, being the amounts of Super Tax to be borne by them 
on the above shares of Profits, @ 1 anna in the rupee, 
arrived at as follows * 

STATEMENT SHOWING ALLOCATION 
OF SUPERTAX. 

To be borne by Pastakia on Rs. 13,284-0-0 830 — 4-0 

do Popatlal 9,090-6-5 568 — 2-5 

do Panday 7,293-9-7 456-13-7 

Payable by the Firm on Rs. 29,668-0-0 Rs. 1,854 — 4-0 

Note Though the Firm pays a Super Tax of Rs. 
1,854-4-0 on its Taxable Income of Rs. 29,668, the Ta^ is 
not borne by the Partners in the proportions of 5: 3 ; 2, but 
in proportions of their respective Profits as shown in the 
above statement. 

(d) I^id^viduchls (i7id AnTiudl 

• lllu8tration.--From the •following particulars of the 
hmm of Haribhai Mehta, of 32, C. P. Tank Road, prepare 
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f 

the Annual Return (Form A) for Super Tax Assessment, 
and ascertain the amount of the Tax payable by him : — 

is the part-time Secretary of the Reliance Insurance 
Co., Ltd., of 51, Green Street, Fort, where he is given a 
Sala|*y of Rs. 1,000 per mensem after dedii6ting Income 
Tax @ 9 pies in the rupee. He is a Shareholder in the 
Mody l|anufacturing Co., Ltd., wherefrom he derives an 
annual dividend of Rs. 815 (less Tax), and a Debenture- 
holder in the Pareira Mills, Ltd., for Rs. 2,50,000, from 
which he gets a regular interest @ 6 % (less Tax). He has 
also subscribed to the 5^ % War Bonds (Free of Tax) up to 
Rs. 50,000. During his spare hours, he practises as Insur- 
ance Counsel at 375, Hornby Road, the Net Assessable 
Income wherefrom is Rs. 13,278. He is a Sleeping Partner 
in the Firm of Mody, Master & Co. of 27th Street, 
Rangoon, where he gets by way of Profits a certain per- 
centage (of interest on his capital) varying with the pro- 
fits of the Firm; and during the last year he got such inter- 
est amounting to Rs. 9,600 (free of Tax). The National 
Bank of India has credited his Current Account with 
Rs. 379, being interest due to him. 

He also owns a House Property at 32, Sewree Road, the 
Annual Letting Value whereof is Rs. 15,820, and the 
Admissible Allowances relating thereto amount to Rs. 3,752. 
He is a Pensioner of the Baroda State, who give him 
Rb. 5,000 annually, being a Retired Head Master. He is 
' appointed Examiner in Sanskrit to the Bombay University, 
wherefrom he got during the last year an honorari^iiq. of 
Rs. 1,900. He is also a Director of the Ifavsari Assurance 
'Hociely , Ltd. , where he attends the monthly meetings 
regularly, and so gets Rs. 240 per annum. The Income (less 
Tax) from his share of the Family Investments amounts to 
Rs. 2,756-4-0. He is the life-tenant of a small Farm in 
Tavdi, wherefrom be receives a net income of Rs. 689, He 
also owns a plot of land, used for toddy purposes, at 
Mahim, for which he receives Rs. 50 per annum. He is 
insured with the Franco-India Insurance Co,, Ltd., and pays 
them an annual premium of Rs. 1,572. 



(A) ANNUAl return (Form A) FOR SUPER TAX 


Source* 

Amount 

Remarks 

Income Received under the following 
Heads, for the year ending 



3lBt March 1918 

1. Salary, Annuity, Pension Etc. 

Rs. 


Salary as Secretary 

12,000 

Taxed at 9 pies in 

II. Dividends from Joint Stock Cos. 

Mody Manufacturing Go. 


the rupee. 

Shares 

1,936 

Gross Dividend 

111. Interest on Securities. 

taken. 

6% Pareira Mills Debentures 

15,000 

Grossinterest taken 

HVo Bonds 

IV. Other Sources:— 

2,750 

}> 

A. Trade or Profession. 


■ : 

Practice of Insurance Counsel 

13,278 

At 375, Hornby 

B. Partnership Profits Etc. 

Road. 

Firm of Mody, Master & Co. 

C. Interest on Mortgage, Deposit etc. 

9,600 

Sleeping Partner. 

National Bank Current A/c. 

D. House Property 

379 

Interest credited. 

Net Income from the House, 


Annual Letting 

at 32, Sewree Road 

12,068 

Value minus Admi 

E. Income from outside British 
India Etc. 


ssible Allowances 

Pension from Baroda State 

5,000 

As retired Head- 

F. Other Profits Etc. 

master. 

Honorarium as Examiner 

1,900 

In Sanskrit, to the 

G. All other income not Specified 
above 

BombayUniversity. 

Director’s Fees 

240 

From the Navgari 

H. Share if! Joint Family Income. 


Ass. Society, Ltd. 

Share in Investments (Gross) 

2,940 

Net Income being 
Rs. 2,756-4-0. 

Grand Total {Is. 

77,091 



■Total Lite Insurance Premiums paid during the year... 

"Sa.im- 
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It Further particulars of profits accrued in partnership 
with a Firm : — 


Person, Firm, Company or 



Syndicate. 

Share in Profits 

Amoun^ 

Name. 

Address. 

per cent. '' 

Mody, Master & Co. 

27 th Street 
Rangoon. 

8% on Rs. 1,20, 000 j 

Rs. 9,600 


DECLARATION. 


I, Haribhai Narsingh Mehta, declare that the Income 
shown in this Return is truly estimated on each of the Sources 
therein mentioned, that it has actually accrued within the 
period stated, and that I have no other sources of income 
liable to Super Tax. The income shown accrued in the year 
ending 31st March 1918. 

Dated, 23rd September 1918. Signature 

Haribhai Narsingh Mehta. 

(B) SATEMENT OF INCOME, FOR SUPER TAX 
ASSESSMENT. 

(a) Gross Income already taxed, or received free of Tax: 

1. Salary as Secretary Rs. 12,000 

2. Dividend from Mody Mfg. Co. Shares 1,936 
3 6 % Interest from Debentures of Pareira 

Mills 15,000 

4. Interest on 5^% War Bonds (free of Tax) 2,750 

5. Interest from “Mody, Master & Co,^' „ 9,600 

6. Interest from Joint Family Investment 2,940 44,226 y 

(5) Income %ot Taxed : — 

1. Net Income from the practice of Insurance 

Counsel 13^78 

2. Interest on Bank Current Account 379 

3. Net Income from House Property 12,068 

4^Pen8ion from Baroda State 5,000 

6? Honorarium as Examiner 1,900 

6. Director* Fees ^ 240 32,865 


77,091 
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TOTAL GROSS INCOME Rs. 77, OW 
Less Statutory Deductionl : — 

1. Life Insurance Premium 1,572 


Total Net Income, showing whether Tax is payable 

or not 75,519 

Lees Statutory Allowance 50,000 


TAXABLE INCOME ... Rs. 25,519 


Haribhai will pay a Super Tax of Rs. 1,594-15-0, viz., 
1 anna in the rupee on Rs. 25,519. 

(e) Exemption from, and R(fund of Super Tax. 

It is contended by some laymen, that Firms and Com- 
panies may avoid the payment of Super Tax by distributing 
the whole of the Profits earned amongst the Shareholders 
and the Partners, as the case may be. Such Firms and Com- 
panies may so evade the Tax as a Body or Association, but 
they cannot do so individually ; that is to say, the Partners 
and the Shareholders composing such Firms and Companies 
must account for such profits so received, while filling up 
their Separate Returns (Form A.) for Super Tax Assessment, 
and thus pay the Tax on such Profits. 

Sometimes, some of the Partners or Sha.reholder8 may 
get exempted from Super Tax, or may claim Refund of the 
Tax, as the case may be, if their individual Income from all 
sources is Rs. 50,000 or less, as will appear from the follow- 
ing illustrations; — 

(^) Where a firm pays the Super Tax, hut some of the 
Partners claim relief therefrom, in the shape of ex- 
emption or Refund. 

A, B and C are in partnership, sharing profits and 
losses in the proportions of 3:2:1. They receive neither 
Interest on their Capitals nor their Management Salaries. 
The Firm’s Taxable Profits (for Income Tax Assessment 
1918-19), as agreed with the Collector, are Rs. 2,27,680. 
The amounts of Profits withdrawn by them during the last 
yeai^ ?ire Rs. 72,000, Rs. 48,000^and Rs. 24,000 respectively. 

, A owns a House in Girgaum, the Net Income whereof 
R^. $,828. B holds 10 Shares in the City Manufacturing 
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Oo., Ltd., wherefrom be receives Net Dividend of Rs. 2,100. 
C. has got Rs. 50,000 worth of #5% War Loan (Free of 
Tax), and also releives a Net Interest of Rs. 600, as his 
share in the Family Investments, out of which Rs. 500 are 
spent on his Family Maintenance. 

A, B and C are all insured with the A1 Insurance Co. 
Ltd., for which they pay annual premiums of Rs. 13,000, 
Rs. 300 and Rs. 1,300, respectively. The partners have no 
other sources of income. Ascertain the Super Tax payable 
by the Firm, and the Tax payable or recoverable by each of 
the partners. 

(a) Firm’s Assessment 

Total Profits liable to Income Tax Rs. 2,27,580 

Less Profits withdrawn by the Partners 1,44,000 


Profits, showing whether Super Tax is payable 
or not 

Less Statutory Deductions: — 

1. Allowance 50,000 

2 . pf fhe Profits liable 

to Income Tax ' 22,758 

TAXABLE INCOME Rs. 10,822 


The Firm will pay a Super Tax of Rs. 676-6-0, viz., 
1 anna in the rupee on Rs. 10,822, and the Current Ac- 
counts of A, B and C would be debited with Rs. 338-3-0, 
Rs. 225-7«4 and Rs. 112-11-8, respectively. 


(b) A’s Assessment 

Profits withdrawn from the Firm Rs. 72,000 < 

Net Income from House Property 3,828 


75,828 

Less Life Insurance Premium (only one-sixth 
of Rs. 75,828) 12,658 


Profits, showing whether Super Tax is payable 63,170 1 
Less Statutory Allowance 50,000 


TAXABLE INCOME Rs. 13,170J 


83,580 

72,758 
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A has to pay a Super Tax of Rs. 823-2-0, viz., 1 anna iiV 
the rupee on Rs. 13,170. 

(c) Bs Assessment 

Profits withdrawn from the Firm Rs. 48,000 

Dividends^from Shares (Gross) 2,240 

60,240 

Less Life Insurance Premium 300 


Profits, showing whether Super Tax is payable 

or not Rs. 49,940 


B is entitled to be exempted from Super Tax, because 
his Total Net Income does not exceed Rs. 50,000. 

(d) G’s Assessment 

Profits withdrawn from the Firm Rs. 24,000 

Interest received f. in War Loan (Gross) 2,500 

,, ,, Family Investments (Gross) 640 

27,140 

Less Statutory Deductions : — 

1. Life Insurance Premium 1,300 

2. Spent on 1^ Family Maintenance 500 1,800 


Profits, showing whether Super Tax is 
payable or not Rs. 25,340 

C will be exempted from paying the Tax, inasnmch 
as his Total Net income does not exceed Rs. 50,000. 

(ii) Where the Firm evades the payment of BuperTaxby 
distributing a major portion of its profits amongst the 
partners ; hut the individual partners have to pay the 
same through their separate assessments. 

X. Y. and Z., partners in a firm, share profits and losses 
equally. They do not debit their business Profit and Loss 
Account with any interest on Capital or any Salary as 
Partners. The firm's Profits fcfr the year 1917, on which 
Income Tax was paid, amounted to Rs. 1,85,750. They 
withdrew the 1917 Piofits, as shown in their Profit and 
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Loss Appropriation Account, viz., Rs. 60,000 each, and trans^ 
f erred Rs. 5,000 to General Reserve Account. 

X. is a Director in A. B. C. Co., Ltd., from which he 
receives an annual fee of Rs. 180. He is insured with the 
Conscientious Life Assurance Co., Ltd., and pays an annual 
premium of Rs. 675. Y. possesses Government Promis- 
sory Notes of Rs. 10,000, on which he gets a net Interest 
of Rs. 328-2-0. Z. owns a small cottage at Colaba, the Net 
Income wherefrom is Rs. 1,317. Find out the Taxable 
Income of the firm for super Tax Assessment 1918 — 19, and 
ascertain the amounts of Tax payable by each of the partners, 
who have no other sources of income. 

(a) Firm's Assessment. 

Total Profits liable to Income Tax Rs. 1,85,750 

Less profits withdrawn by the partners 1,80,000 

Profits, showing whether Super Tax is 

payable or not Rs. 5,750 

The Firm does not pay any Super Tax, inasmuch as 


its Total Net Income does not exceed Rs. 50,000, 

(6) X.'s Assessment. 

Profits withdrawn from the Firm Rs 60,000 

Director’s Fees 1,80 

60,180 

Less Life Insurance Premium 675 

Profits, showing whether Super Tax is 

payable or not Rs. 69,505 

Less Statutory Allowance 60,000 

TAXABLE INCOME Rs, 9,505 

X. will have to pay the Super Tax of Rs. 594-1-0, 
viz.j 1 anna in the rupee on Rs, 9,505. 

(c) Y’s Assessment. 

Profits withdrawn from ihe Firm Rs. 60,000 

Interest on Govt. Pro, Notes (Gross) 350 
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Profits, showing whether Super Tax is 
payable or not 60,350 

Less Statutory Allowance 50,000 


TAXABLE INCOME Rs. 10,350 
Y. will similarly pay a Super Tax of Rs. 64)6-14-0. 


(d) Z,^8 Assesemeni. 

Profits withdrawn from the Firm % 60,000 

Net Income from House Property 1,317 

Profits, showing whether Super Tax is 
payable or not 61,317 

Less Statutory Allowance 50,000 

TAXABLE INCOME Rs. 11,317 


Z, will similarly pay a Super Tax of Rs. 707-5-0. 


CHAPTER IX 

EXCESS PROFITS DUTY 

I. Origin of the Duty. 

In moving in the Imperial Legislative Council, in 
September last, the resolution relating to the offer by India 
of further financial assistance in respect of the military 
forces raised or to be raised in India, Sir William Meyer 
explained that if the War lasted beyond the end of March 
1920— -the date then provisionally assumed— 'the actual 
amount of the contribution as then estimated would be pro- 
portionately increased, while, on the other hand, if the War 
came to an end sooner, the burden on Indian revenues would 
be proportionately diminished. Hostilities having now termi- 
nated, it can safely be anticipated that there Wiill be a consi- 
derable reduction of the total amount required ; but it is 
inevitable that the heavy military expenditure should con^ 
tinne for some time until demobilization can be carried out. 
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^ These circumstances led the Government of India to 
impose an Excess Profits Duty. The Bill relating thereto, 
called the Excess Profits Duty Act of 1919, received the 
assent of the Viceroy on 20th March 1919 and came into 
force on and from Ist April 1919. Under the^ provisions of 
the Bill, the duty will be imposed in the first instance only 
on the profits of the year 1918-19 or the corresponding period 
adopted for income-tax purposes. The extension of the Bill 
for another year must depend upon circumstances, such as 
the expenditure entailed in respect of demobilization or other 
military sequels of the War. 

2. Application of the Act and the Accounting Period. 

This Act shall apply to every business, trade, commerce 
or manufacture, with certain exceptions stated hereafter, 
carried on in British India, or in any place in India, by per- 
sons ordinarily resident in British India, during the twelve 
months ending 31st March 1919 ; or if the Accounts of the 
business have been made up within those twelve months for 
ascertaining income-tax, in respect of a year ending on any 
date other than the said Slst March, then the year ending 
on that date ; or the business will have the option of taking 
its ordinary account year and of adding to that the whole of 
the transactions from the end of such year up to Slst March 
1919 and of striking the average from such aggregate for 
12 months. If the period which is thus handled consists of 
15 months, as it would if the Accounts be closed on Slst 
December, we take twelve-fifteenths of the profits of the 
total period. If the Company closes accounts on 30th June 
and exercises the option of running on to March, we take 
twelve-twenty firsts of the aggregate profits of the whole 
period, and so on. 

3. Businesses Exempted from the Duty. 

(a) Any business the income from which is Agricultu- 
ral Income. 

(b) Employments or OflSces. 

(c) Any profession, ^ the profits of which are 
dependent mainly on the personal qualifications 
of the person by whom the profession is carried on, 
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and in which no capital expenditure is ree|uired or 
only capital expenditure of an amount small when 
compared with the profits which the person carry- 
ing on the profession makes. Provided that, the 
business of any pershn taking commissions* in res- 
pect of any transactions or service rendered or any 
agent of any description (not being a commercial 
traveller of an agent, whose remuneration consists 
wholly of a fixed and definite sum not dependent 
on the amount of business done or any other con- 
tingency) shall not be included in this exception. 

(d) Any business which is liable to pay in respect of 

the accounting period Excess Profits Duty in the 
United Kingdom. 

(e) Any business, the profits whereof in the accounting 

period do not exceed Rs 30,000. 

4. Taxable or Excess Profits. 

The duty will be charged at the rate of 50 per cent, on 
the excess of the profits earned in the accounting period (i. e 
12 months, as explained in section 2 above) over the Standard 
Profits (as explained in section 5 below). 

Note : — An assessee would not be liable to pay the 
Excess Profits Duty and the Super Tax, at one and the 
same time. He would have to. pay either of the two, 
whichever is the greater. The assessee will not also have to 
pay Income Tax on the share of Excess or Taxable Profits 
taken by the Government. {See, Illustration E.) 

5. Standard Profits 

(1) The standard profits of a business shall be as 
follows ; — 

(a) A business may claim to have its Standard Profits 
calculated at ten per cent., or at such rate not being less than 
ben per cent, as may be prescribed, on the Capital of the 
business as existing at the end of the accounting period, in 
which case the Capital of the business shall be ascertained as * 
shown in section 6 below ; or ^ 

(b) At the option of the person by whom excess profits 
iuty in respect of the businessas payable 



(1) if the profiis of the business have been assessed in 

the years 1913 and 1914 for the purposes of the 
income-tax law then in force — the aggregate of 
half of the profits so assessed and half of the inte- 
' rest, if any, received in those years on securities 
forming part of the Assets of the business ; or 

(ii) if the profits of the business have been assessed for 
the said purposes in the years 1913 and 1914, and 
in two only of the three years 1915, 1916 and 
1917 — the aggregate of one-fourth of the profits 
80 assessed and one-fourth of the interest, if any, 
received in the same four years on securities form- 
ing part of the assets of the business ; or 

(iii) if the profits of the business have been assessed for 
the said purposes in all the five years 1913, 1914, 
1915, 1916 and 1917 — the aggregate of one-fourth 
of the profits assessed in the years 1913 and 191 4 
and in such two of the three years 1915, 1916 and 
1917 as may be selected by the said person and 
one-fourth of the interest, if any, received in the 
same four years on securities forming part of the 
assets of the business. 

(2) If the average capital (i. e. capital as at the end of a 
year) employed in the business in the years adopted, for the 
purpose of determining the Standard Profits, is less or more 
than the Capital so employed at the end of the Accounting 
period, there shall be made to, or from, the Standard Profits 
an addition or a deduction, as the case may be, which shall 
bear to the Standard Profits the same proportion as such 
increase or decrease of capital bears to the average capital 
so employed in the years so adopted. 

(3) If the assessment in any of the said years was made 
in respect of a period of less than 12 months, that assessment 
shall, for the purpose of determining the Standard Profits, 
be proportionately increased. {See lUuetmtim JS.) 

(4) If a composition for Income Tax was in force ip 
any of the years 1913, 1914^1915, 1916 and 1917, such 
composition shall be deemed for the purpose of <feuse (b) of 
subsection (1) to have been the Assessment, and th^ profit 
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shall be determined in accordance therewith. Provided that, 
the person by whom Excess profits Duty in respect of the 
business is payable shall, notwithstanding any such compo- 
sition, be entitled to have an assessment of the profits of the 
business made for the purpose of determining the Standard 
Profits in the same way as the Assessment would have been 
made if no such composition had been agreed upon. 

(5) Each of the years referred to in sub-sections (1) and 
(4) shall be deemed to be the twelve months commencing 
with the Ist of April in the year mentioned. 

6. Ascertainment of Capital. 

(a) The amount of the Capital of a business shall, so 

far as it does not consist of money, be taken to be: 

1. So far as it consists of assets acquired by 

purchase, the price at which these assets 
were acquired, subject to such deduction 
for depreciation or for unpaid purchase 
money as may be prescribed ; ,, 

2. So far as it consists of assets being debts 
due to the business, the nominal amount 
of those debts, subject to any allowable 
deduction in respect thereof allowed un- 
der the Indian Income Tax, Act, 1918, 
i. e. Bad Debts written olF ; and 

3. So far as it consists of any other assets 
which have not been acquired by pur- 
chase, the value of the assets at the time 
when they became assets of the business, 
subject to such deduction for depreciatiop 
as may be prescribed, provided that this, 
provision shall prevent accumulated pro- 
fits, other than those made in the accoun- 
ting period, employed in the business 
being treats as Capital. 

(b) Any borrowed money or trade debts shall be dedtte- 
ted in computin^^he amount of Capital for the 

(c) Inhere any asset has been paid for oiherwise than 

in cash, the cost price of that asset shall be tekfcen 
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to be the value of the consideration at the time 
the asset was acquired, but where the business 
has been converted intt) a company and more than 
two-thirds of the shares in the company are held 
by the person who was the owner of the business, 
no value shall be attached to those shares so far 
as they are represented by goodwill or otherwise 
than by material assets of the company, unless 
the Collector in special circumstances otherwise 
directs. Patents and Secret Processes shall be 
deemed to be material assets. 

7. Increase of Capital. 

Where the capital has been increased during the account- 
ting period, a deduction shall be made from the profits of 
that period, at the rate of 10 per cent, per annum on the 
amount by which «the capital has been increased, for the 
period during which such increased capital has been employed. 
No such increase made after Slst December 1918 shall be 
ta.\cen into account and no such deduction shall be made 
in respect of any increase of capital before that date when it 
appears, or to the extent to which it appears, that the 
increase was made with intent to evade,- or has the effect of 
evading, the payment of the Excess Profits Duty. ( See 
Illustration G ). 

8. Reduction of Capital. 

Where the capital has been decreased during the 
accounting period, an addition shall be made to the profits 
of that period, at the rate of 10 per cent, per annum on the 
amount by which the capital has been decreased, for the 
^period during which such decreased capital has been emplo- 
yed. . 

9. Maximum Amount, and Mode of Payment, of 
' Duty. 

f The amount of the said duty shall not exceed such sum 
as would reduce the profits in the accounting period to less 
than Rs. 30,000/. The amounts of duty shall be assessed by 
the Collector, ’ who will allow reasonable time for payment. 
He will also allow the duty to be paid in instalments, which 
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would be as uniform is practicable throughout India, bjpt 
the final payment should be made by the 31st of March 11)60, 

10. Change of Ownership of the Business. 

The duty may be assessed on any person for the time 
being owning or carrying on the business, whether as agent 
for the owjier or otherwise, or where the business has ceased 
during the accounting period, on the person who owned or so 
carried on the business immediately before the time at which 
the business ceased, and where there has been a change of 
ownership of the business during the accouhting period, the 
Collector may, if he thinks fit, take the date at which the 
ownership has so changed and assess the duty on the person 
who owned or carried on the business. 

11. Fictitious or Artificial Transactions. 

A person shall not, for the purposes of avoiding payment 
of Excess Profits Duty enter into a fictitious or artificial 
transaction or carry out any fictitious or artificial operation, 
and, if he has entered into any -such transaction or carried 
out any such operation before the commencement of this Act, 
he shall inform tlie Collector of the nature of the transaction 
or operation. 

Note : — An artificial transaction or operation includes 
every device of whatever nature adopted for the purposes 
of presenting* the accounts of a business in a misleading form 
or manner, with intent to evade or having the effect of 
evading the obligations imposed by this Act. ♦ 

12. Notice by Liquidators and Returns from Assessee. 

Every Liquidator of a Company, which is being wound 
up at the commencement of this Act, or is wound up there- 
after, and which is chargeable to Excess Profits Duty, shall 
before 31st May 1919 or within 2 months of the commence- 
ment of winding up give notice of the fact to the Collector. « 

The Collector may for the purposes of this Act, require 
any person, whom he believes to be engaged in any business 
to which this Act applies, dr to have been so engaged during 
the accounting period or in the year ending 31st March 1912 
o.r on 31st March in any year thereafter, to furnish him, 

• within two months after ser^ce upon him of a notice to that 
effect, with such particulars in connection with the business 
^as the Collector may require. 
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13. Penalty for Default. 

(a) If a person fails without reasonable cause or excuse 
to furnish or cause to be furnished to the Collector in due 
time any notice or particulars required by para. 12, he Kshall 
on conviction by a Magistrate, be punishable wit);! fine which 
may extend to Rs, 30 for every day during which the default 
continues. 

(b) If any person acts in contravention of, or fails to 
comply with, the provisions of para. 11, he shall, on convic- 
tion by a Magistrate, be punishable with fine which may 
extend to Rs. 1,000. 

14. Appeal to the Collector. 

Upon the application of any person chargeable with 
excess profits duty to modify the method and alleging that, 
owing to any of the following circumstances, namely, 

(a) Any change in the constitution of the partnership 

of which he is Or was a member, 

(b) The postponement or suspension, as a consequence 
of the present War, of Repairs or Renewals, 

(c) Any exceptional depreciation due to the present 

War or any obsolescence of assets employed in the 
business, 

(d) The provision in connection with the* requirements 

of the present War of Plant or Machinery, which 
will *not be required for the purposes of the busi- 
ness after the termination of the War, or 

(e) The fact that the Assets of the business consist to 

any material extent of shares in a Company the 
business of which is itself chargeable to excess 
profits duty. 

. ( f ) The liability of any part of the profits of the busi- 

ness to excess profits duty in the United Kingdom. 

(g) Any other special circumstances connected with the 
nature of the business, 

the provisions of this Act for the calculation of Excess Pro- 
fits Duty operate unfairly in his case, the Collector may 
make such modifications in thq provisions of this Act, for the 
purpose of the calculation of the amount of the du^y, as 
seem to him to be necessary to meet the special cii’cumstan- 
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raa Provided that, a reduction in the amount of duty 
payable under the provisions of the Act by more than 26 per 
cent, shall not be made without the previous sanction of the 
Commissioner. 

15. Appeal against the Decision of the Collector. 

If any person, who has applied under para. 14, is dissat- 
isfied with the decision of the Collector thereon, he may 
appeal to the Chief Revenue Authority, who shall either 
itself decide such appeal or, if it is of opinion that questtons 
of general importance are involved, shall refer it to a i&rd 
of Referees. 

16. Board of Referees. 

The Board shall be appointed by the Local Government, 
and shall consist of three persons, 01 whom at least one shall 
be a person not in the service of Government and having 
acquaintance with business of the nature of that in respect 
whereof the appeal is made. The Board shall hear and con- 
uder any appeal referred as above and shall communicate 
heir decision to the Chief Revenue Authority, In case of a 
lifFerence of opinion between the members of the Board, the 
opinion of the majority shall prevail. 

The Chief Revenue Authority and the Board shall be 
entitled to take into account any of the circumstances speci- 
fied in para. 14, and to modify the decision of the Collector 
with reference thereto in such way and to such extent as 
they may consider just and equitable. The decision of the 
Chief Revenue Authority or of the Board, as the case may 
be, shall be final, and shall be deemed to be the basis of 
assessment in the particular case. 

17. Special Hard Cases. 

The Governor General in Council may, on application 
made before 30th June, 1919, of any person alleging that, 
owing to special circumstances to be stated in the application, 
fee provisions of this Act for the calculation of E^ess Pro- 
fits Duty would operate unfairly in the case of any class of 
business in which such person is engaged, refer such apph» 
tion for the^report of a Board of special Referees to be ag*, 
pointed^in this behalf by the Governor General in Council. 
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• i8 Illustrations. 

(A) The X. Y. Z. Mills Co., Ltd., was assessed for 
Income Tax purposes on the profits of the years ending 31st 
December 1912, 1913, 1915 and 1916 at Rs. 55,000, 
Rs. 75,000, Rs. 1,10,000 and Rs. 1,80,000 respe'ctivoly. The 
Taxable Profits of the year 1918 amounted to Rs. 1 ,25,000. 
Ascertain the Excess Profits Duty payable by the Company. 

Total Profits=RK. 55,000+75,000 + 1,10,000+1,80,000. 
«= Rs. 4,20,000, 

\^andard Profifc8=:4,20,000 + 4=:Rs. 1,05,000. 

Taxable Profits=Rs. 1,25, 000 less Rs. 1,05, 000= Rs. 20, 000. 
Duty payable=50% of Rs. 20,000 =Rs. 10,000. 

Thus, the Company will have to pay an Excess Profits 
Duty of Rs, 10,000. 

(B) A. B. C. Co., Ltd., earned profits of Rs. 20,000, 
Rs. 35,000, Rs. 20,000, Rs. 95,000 and Rb. 85,000, during 
the six months ending Blst. March 1913, twelve monthsending 
Blst. March 1914, 1915, 1916 and 1917, respectively, on 
which the assessments were made in the following years. 
The company similarly made a profit of Rs. 90,000 during 
tlie yt ar ending 31st. March 1919. Is the Company liable 
to pay the Excess Profits Duty, and if so, to what extent ? 

1913 1914 1916 1917 

T^ dal profits=40,000 + 35,000+95,000 + 85,000=-Rs. 2,55,000 
Standard Profit8=2,55,000-f4= Rs. 63,750. 

Tax^ible Piofits4:90,000 less 63,750= Rs. 26,250. 

Duty payable=50% of 26,250=Rs. 13,125. 

The Corapafiy is liable to an Excess Profits Duty of 
Rs. 13,125. > 

(C) Taking for instance the facts of Illustration A, and 
coiisidering that on 1st. Jiily 1918 the Conapany^s Capital 
\v;r: increased by Rs, 2,00,000, ascerttdn the Excess. Profite 
Duty payable by the Op. 

Adjusted Profits for the year 1918 are equal to 
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Rs. 1,25,000 less 10% on 2,00,000 for six months 
==1,25,000 less 10,000=ais. 1,15,000. 

Taxable Profits^ 1,15,000 less 1,05,000=R8. 10,000. 

The Duty payable therefore amounts to Rs. 5,000. 

(D) Taking the particulars of Illustration B for example 

and considering that on 81st. December 1918 the Capital of 
the Company was reduced by Rs. 1,00,000 (being unrepre- 
sented by available assets), what would be the Excess Profits 
Duty payable by the Company ? » 

Adjusted Profits for the year ending Slst. March 1919 
==Ra. 90,000 plus 10% on 1,00,000 for three months 
=-Rs. 90,000 plus 2,500=- Ra 92,500. 

Taxable Profits=^- 92,500 less 63,750= Rs. 28,750 

The Duty payable therefore amounts to Rs. 14,375. 

(E) The X. Y. Z. Co. Ltd. made profits (chargeable to 
Income Tax) of Rs. 3 Lacs, 4 Lacs, 5 Lacs, and 6 Lacs in the 
years 1912, 1913, 1915 and 1916, respectively. The Assessi- 
ble Profits (for Income Tax) of the year 1918 amounted to 
Rs. 4,65,000. Dividends declared for the year 1918 amoun- 
ted to Rs. 1,50,000. Will the Company pay the Super Tax 
or the Excess Profiits Duty ? 

(i) Super Tax : — 


Profits liable to Income-Tax 

Less Dividends paid 

...‘Rs. 4,65,000 
,1,50,000 

3,1?<)00 

Less One-Tenth of Profits liable to Income Tax 46,500-‘ 

Less Allowance 

2,68,500 

50,000 

PrSSts liable to Super Tax. . . . 

Re. 2,18,500 


Super Taxr=Rs. 25,a43*-12-0. 
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(^) Emm ProfiU 

Standard Profits— J of 18 Lacs*=Rs, 4,60,000. 

Taxable or Excess Profits == Rs. 4,65,000—4,50,000 
« 16,000. 

^ Excess Profits Duty^^Rs. 7,500. 

r 

In this case <^e Company will, therefore, pay the Super 
Bix and not the Excess ^fits Duty. 

KTTB : — Had the Standard Profits been 4 Laos, the 
Oompan;^ Would have had to pay an Excess Profits Duty of 
Ra ®,500 and no Super Tax. Besides, the Company 
.would not have had to pay Income-Tax on the whole 
Be. 4,65,000, but less Rs. 82,500, that is on Es. 4,32,500 only. 
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